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INTRODUCTION* 



The currency of a country directly affects the 
interests and employments of all its inhabitants. 
Whether or not it be uniform in its value? and 
adapted in quantity to the demands of cirQulation? 
are questions of the same import to the people, 
as whether their emplo3rmen|8 are lucrative ? and 
the value of their property steady a^d permanent ? 
or otherwise. 

The difficulties which have every where em- 
barrassed this subject have arisen in part, from 
the imperfections of the standards of currency and 
value ; but chiefly from defective and unwise le- 
gislation. These difficulties have been greatly 
aggravated, and in many instances rendered in- 
surmountable and overwhelming, by the intro- 
duction and unrestrained employment of paper in 
the circulation. So stupendous have been the 
evils irom this source, occasionally in different 
countries, that whoever examines their history, 
and contrasts their experience on this subject, 
with what it would naturally have been had their 



currency been uniformly and wholly metallic, will 
be likely to regret that the substitution of paper 
was ever thought of, and to welcome the expres- 
sion of a decided preference, on the score of safety 
and of umformity in value and quantity, of a cur- 
rency consisting exclusively of the precious 

. metals. 

Paper however is in use ; and its employment 
in circulation is rendered so popular and fascina- 
ting by its cheapness, convenience, and capability 
of indefinite augmentation in quantity, that a re- 
nunciation of it is scarcely more probable, than 
a suppression of ttie art of printing. It is there- 
fore of the utmost importance, that the use of 
paper should %e founded on such a basis, and so 
regulated, as to render it as nearly as possible 
equivalent in value and quantity to a currency 
purely metallic. 

The accomplishment of ihis object need not be 
despaired of. The system of currency and bank- 
ing in this country is not, as in some other coun- 
tries, so connected with government, with the 
public debt, and revenue, and with ancient and 
hereditary institutions, customs and privileges, as 
to occasion any formidable obstruction to its im- 
provement, whenever the people shall desire to 
render it more perfect, and secure to themselves 
a higher degree of safety. And since of all 
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countries, ouf pwn can most easily prescribe and ^ \ " > , 
establish a currency as perfect ^B th^ nc^tu^e of x^. n. - i 
things will permit, it ia to b^ hoped that it m^y . '^"/ ! 
y«t hold out an ej^ample Oft this, as it has 9X\ sopie '^ 
other mibjeptS Qf vital interest to hVPCWi society. -;; 

Wii^t^yeu nation or state sh^)} est^^bliM^ th? - ^^ 
mofiit perfect currency, lyill secvire to itself pecux. 
liaj advant^es, hoth with feapect to ifa ipter^M ~ 
affairs and ita.- foreign f^omm^fQf^ T^e a^fety 
and benefit of &U the en^ploym^pt^, husiness, 9>nd 
possessions of the community, will be greater in 
pr^QftiQn as the currency is more uniform ^ 
its value, and in its quantity relatively to the de- 
mands of trade. Were the ($rculati|^ medium 
perfect in these respects, the prices of labour, 
^d of pommodities wciuld contiiwie steajJy 5 no 
sadden ^d ruinous fluctfiations could pccur, un- 
less in the event of great public calamities, or in 
thff e^^se 9f particular articles from an altered 
proportion of supply and dem^d. Frojn ^he 
greater steadinesi^ of prices^ an4 of the y^lue pf 
propertyi would result, not only greater security 
to the Bpssessipns fmd employments of all classes 
of society, but more certain and ui^iform rp^ards 
of labour, and incomes ^om the u^p of ciu^al. 
Such a st^^te of things >foul4 if^vite popula^io|i 
and capital from abroad^ w^iere the same advan- 
tages were not attfiinable. 
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The consideration of this subject is, at present, 
peculiarly appropriate in relation to this state ^ 
which, from its position, its unrivalled advances 
for domestic and foreign commerce, its extent 
of territory, wealth, population, agriculture, ma- 
nufactures, trade, and navigation ; its financial 
system, public policy, laws, institutions, charac- 
ter, and credit, may be said to want nothing as a 
means of the highest temporal prosperity and im- 
provement, except a currency as uniform in va- 
lue and quantity as the precious metals. 

Such a currency is to the last degree desira- 
ble on account of its influence and effect on the 

••• 

moral interests, the habits, the character, the in- 
tegrity, industry, and mutual confidence and good 
faith of the people. The occurrence of great 
fluctuations in prices, of sudden losses, agitation 
and panic ; of uncertainty and discouragement 
of business, of deceit and fraud, distrust and liti- 
gation, reckless adventure, speculation and im- 
providence, are so many indications of the de- 
moralizing tendency of an unsteady and defec- 
tive currency, which, in a great measure as- 
suredly, may be, and ought to be remedied. 

Whether the period has arrived for any essen- 
tial change, whether the defects of the present 
system are sufficiently understood, or are deem- 
ed of such moment as to induce a reformation, 



remains to be seen. It is ' presumed, however, 
that it will not be thought unseasonable to at- 
tempt to illustrate the elementary principles of 
currency ; to p<Hnt out some of the infperfec- 
tions of the present banking system ; and to pro- 
pose some changes tending to harmonize that 
system with the natural laws of currency. 

No sudden and violent alterations of the cur- 
rency or banking system are to be recommended, 
or could be adopted without occasioning much 
evil ; but a modification of the system, by which 
its defects should be remedied, and its advan- 
tages increased, might, it is believed, be intro- 
duced with great benefit, both to bank proprie- 
tors and to the public. 

In what relates to the principles of currency^ 
those acquainted with the subject, will, it is pre- 
sumed, discover a coincidence in many instances 
between the ensuing observations and the 
thoughts, and perhaps the language of some of 
the very able writers, who have sustained their 
statements by ample and elaborate reasonings. 

The measures proposed for rendering the cur- 
rency more uniform in quantity and value, and 
more safe to the people, and especially the sug- 
gestions respecting the investment of the capitals 
of banks, the employment of their credit only in 
circulation, a limitation of the issues of their 
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paper to the amoimt of their capitida respectively, 
aad the means of giving effect to siieb limita. 
ti^Q, will, if is hoped, commend themselves to 
the candid consideration of the public 
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CHAPTER I. 

PRINCIPLES OP CURRENCY. 
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The Currency of a country is that material, or ; 

description of property, inrhich, at the rate .' 

of its inherent value, or of its known ex- C 

changeable value, circulates as money. / 



The object of a currency is to facilitate the 
sale and exchange of commocKties ; to pay (;, 
for what is bought with an equivalent value, ^ 
9nd to pay the differences between the* va- 
lues of articles exchanged. . ^: 

Trade is the exchange of one commodity {oy\ 
another. { ^ ' >r 






^ 
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Commodities have an intrinsic and a marketable' 
talue. Their intrinsic value depends on the 
amount of labour and skill required for their 
production ; their marketable or exchange*- 
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able value, on the proportions of supply and v 
demand. ,S- 

v: 



V 



Money is a commodity, which, though it per- 
forms a peculiar office us cturrency, is ex- 
changed or sold like other commodities, j^ 
When called a sign, measure or standard of ^ 
value, medium of exchange, or instramettt of \'^ 
trade, no tnore k mi^^nt than ttttt in com- S 
paring thife valne of one commodity with that . ,i ' 
of another, the qualides of money, iu value S^ 
as indicated by the stamp or imprint which n. . 
it bears, and the appropriate portions into n , \ 
which it is idivided, remter it Ae most conve- 
nient subject and criterion of comparison. ^ - 
Thfe value of other commodities is therrfore .". 
usually expressed by tiftftAig a^x>iTespon4ent ^^ 
portion of this. ■ ^ 



I 

* 



To supersede the inconvenience of simjde bar- v 
ter, and facilitate exchanges, the precious .^ 
metals, becn^se they possess great intrinsic^ 
woiA, Wt prtte iMifc^ct to waste, ana*'iibt'^ 

^abie to W ^^denly or ^fttly increased or 
diminished in quantity, have been adopted as 
a common lepresentative of all commodities 
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and standard by which to eatiixiate their 
values. 



it is their intrinsic worth, in c^aopmectioo with 
their limited quantity, that gives the precious 
metals a preference as the standard by whicli 
to determine, measure or coiqp^te the vsJii^ 
of other comniodities** 



1 



\ 



* Were the pieoiious metala absolutely uiulbrm iu 
their value, they would constitute as perfect a mea- 
sure of the value of other commodities, as a foot-rule 
is of space ; and a currency invariably confbrmed to 
them as a standard, wouM be perl^et. But Ike pre- 
cious metals are not absolutely uniform in their value, 
and while they are the standard of currency, the nv»- 
ney in circulation must, undor the best possible regu- 
lations, be subject to the like variations in value as 
those metakr. They are however of all commodities 
the least subject to alterations in value, sod therefore 
a eixir^cy wiikh sovMiaJiIy oostfornw to themat^e 

standard* is a« perfect as the nature of the. cas!^ will 
permit. 

The value of Gold and Silver, provided there be an 
unrestrained competition in the supply of them, de- 
pends on the labour and trouble of procfoeing them. 
If the supply of gold and silver, or of any legalized 
currency, be moac^olized, or ia any nsaiwier artifi- 
cially restrained and limited, in quantity, its vajue, 
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It is the marketable valai of commodities whicli 
is determined by this representative ; and 
they are said to be dear or cheap, as more 
or less of the standaird is required to be given 
for them. 

Whatever may be employed in circulation as 
currency, it is the most important o( all its 
characteristics, that it be fixed and uniform 
in its value ; for upon this it depends whether 
the prices of property shall be steady, and 
the business and employments of society safe 
and lucrative, or otherwise. 

A certain quantity or amount of currency is 
necessary to facilitate the sale and exchange 
of commodities ; and the steadiness of its 
value, supposing the standard to be fixed 
and uniform, depends on its neither exceed- 
ing nor falling short of that quantity. 

If the quantity of currency exceed the limit just 
indicated, it will be depreciated in propor- 

instead of depending on the cost of production, will 
depend on the quantity of it in actual circuIatioQ 
compared with the demand. 



(' 
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' tioii to such excess, and wjQ cause an imdiK' 
advance in the prices of cooimodities. H th 
quantity be rednc^d below 'diis limits it:^ 
relative value will be raised, and a prqpor- 
tionate fall of prices will ensue, producing 
inconvenience, embarrassment, and distress. 



A reduction of the currency below the demands 
of trade, implies a previous excess ; for so 
long as tliere is no excess there is no depre- 
ciation, and its value being maintained, the 
prices of commodities continue steady. 

In conformity with the general principles of 
demand and supply, every description of 
currency, like every other exchangeable arti- 
cle, is necessarily depreciated by excess and 
raised in value by scarcity compared with 
the demand, whatever may be Ae degree of 
confidence reposed in it, or the extent of its 
^ utility. 

^^^ Excess and deficiency of currency arc^ how- 
\ "^ ever, terms, having relation not merely to the 
\^ local demands of trade, but likewise to the 
\^ " state of trade and currency in other coun- 
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tites ; a supehibitftdance of circulation in 
que country bein|; in all material reqsects 
an excess only in relation to other countries. 

/ The ill effects of the increase of the circula- 

tion of a country beyond the existing necessi- 
ties of its trade, result from the disproportion 
produced thereby between the quantity of cur- 
rency in that and other countries. Were pro- 
portional issues and of the same description, 



,^. ma^ in all the different countries of the com- 



mercial world at the same time, no result of any 
moment would ensue, except an universal rise 
of prices. The currency of the world would 
be depreciated as it was in the sixteenth cen- 
tury, after the mines of South America were 
opened. An universal and. proportional in- 
crease of paper currency would obviate the ne- 
cessity of exporting metal from one country to 
another to restore or maintain an equilibrium, 
. and might occasion an increased appropriation 
'C of coin and bullion to other uses than that of 
-*' circulation. 

-^ To determine the questions, What is an excess 

of currency F and, How is the fact of an 

\\ excess to be proved i^ it must be observed, 
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that did the enrreiideft of the several coidk 
mercial nations possess the same chamcter 
and value, as wonld be the case were gold 
and silver, of a certain degree of purity, ex- 
clusively employed, the circulation in one 
country in proportion to its trade, would be 
as abundant as in another ; for these metals 
would in that case naturally distribute them- 
selves among the several nations according 
to the number, magnitude and frequency, of 
the payments they had to perform ; and 
would preserve the same value every where 
so long as the same proportions continued to 
exist in the wealth, trade and payments of 
the respective countries. The relative pro- 
portion of the precious metals possessed by 
each country being the same, whether the 
whole quantity employed by all of theni 
were great or small, a variation of their 
quantity would produce no other effect than 
to raise or depress the price of commodities, 
rendering them comparatively dear or cheap. 
A small quantity of money would accomplish 
the objects of a circulating medium as ef- 
fectually as a large quantity ; and while the 
relative condition and business of the diffe- 
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i*eiit couiitrim» remained uuakered, theif com- 
meroe would be limked only by the general 
principles of supply and demand ; the ex* 
ports and imports of each counitry, in its 
accounts with all the rest, would be equals 
widiout any transfers of money. 

But if wealth and trade increased more ra- 
pidly in one coni^try than in the others, that 
country would require and would draw from 
the others an augmented proportion of the 
currency of the commercial world; and if 
from any cause, the trade of one country were 
diminished, while that of the others continued 
without alteration, that country's proportion of 
the general currency would by such decline ol 
its trade be relatively superabundant and depre- 
ciated, and could not be retained in it ; but 
would be exported and divided among the 
others, until the original proportions were 
again established. 

Were the currency of one of these countries 
increased by the opening of gold or silvei- 
mines, such increase would lower its value in 
comparison with the value of those metaU in 
the other countries, and a uew distribution 
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among them would take place. Gold and sil- 
ver would be ei^orted from the country in 
which the mines had made them cheap, to the ^' 
countries in which their previous value was 
maintained, till they were distributed in the 
same proportiops as before, and rendered every v 
where of equal value. 

The same inequality would be produced, and V) 
the same remedy be applied, should one coun- h 
try, instead of opening mines, establish banks 
and introduce paper into the circulation; an 
equilibrium in the proportions of currency in 
that and other countries would be restored by 
an export of coin. 

It is evident therefore, that wherever the pre- 
cious metals are the standard, whether paper 
is employed along with them in the circular 
. tion or not, the currency of one country can 
never for any great length of time, be either - 
much more valuable, or much more abun- 
dant, than that of the other countries with 
which that one has commercial intercourse. 

It follows also that excets and deficiency of 
currency in a country mean a greater or less 
quantity in comparison with its trade, than exists 
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in other countries incomparison with thdr trade. 
The fact of an excess or deficiency of currency 
in a coontry, is to be proved by a comparison of 
the cash prices of exportabk conuno<&ies in 
that and odier countries. 

Hence it is evident^ of the first inqiortance 
to a country, that its currency should possess a 
uuiform vftke, and that its. quamity^ in relation 
to the quantity in other connmes, should nei- 
ther be augmented nor diraqsheid by an ahe^ 
ration of the- standard, or by any other artifi- 
cial means. For if the currency of a country 
be, for exao^e, increased in quantity, beyond 
the proportions in other countries, it will of 
course be depreciated in value in the same ratio ; 
and besides aD the injurious effects of such de- 
preciation in relation to internal trade, in raising 
prices and impsuring the value of existing con- 
tracts, evils of great magnitude will result to 
foreign commerce. Owing to the advance of 
prices consequent on such depreciation, the me- 
tallic portion of the currency will become the 
cheapest commodity for export, and will there- 
fore be sent abroad, while other connnodities 
which ought to be exported will be retained^ 
trade will be suspended and losses occasioned, 
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and finally a cootraetion of th^citculation wiQ 
be prodncedi l^-wbkh pifces will be brought 
down to a kvel below that to which they would 
ever fall weie the currency uniform in its value. 

It is essential therefore to observe the distinc- 
tion between Ihe wants of the circulation to ^^^ 
keep it on a level with tfas currencies of • s^ 
other countries^ and the local wanti of mer^ C 
chants and others for pwrpoges of business. ''^. v 

The precious metals being the general currency ^1 

of the commercial world, all nations having "^ 

mutual mtercourse must participate in all ^ , 

the variations in their value, arising either ^ ^ ';; 
from a greater or less use of them in com- 
merce, or from an augmented or diminished 
supply of them from the mines; and in those 
particular coun^es whose currencies consist 
partly of coin, and partly of paper, convert- 
ible at the option of the holder into coin, the 
paper must partake in the changes which af- 
fect the coin. 

Bullion, is gold or silver in an uncoined and 
unwrought state, or of foreign and uncur- 
rent coinage. 
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''^*\ / The coin and bullion of a country, are, in re- 

r^^ " j lation to other coontriesy subject to the same 

^ ^ /^ I general principles of supply and demand, 

>. "^ \ ^* and the same laws of export and import as 

other commodities. 

The only satisfactory evidence of the relative 
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value of moniey in two different places, re- / 
• suits from a comparison of it widi the prices 
of eiportable commodities. 

The price of a commodity is its value in money, 
and is expressed by stating the quantity of 
money for which it will exchange. 

An increase of paper currency beyond the de- 
mands of trade, causes an advance of prices 
similar to that which proceeds from an in- 
crease of the precious metals; but the effect 
of the one is local, and, generally, sudden ; 
^ ., while that of the other extends to the com- 
mercial world, and is so gradual as hardly to 
be perceived till after the fcipse of a consi- 
derable period of time. 

Every such rise in the prices of commodities is, 
in other words, a fall in the exchangeable 
value of money. , 
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When the quantity of metal, or of currency 
equivalent to metkl» in a country is dimi- 
nished^ and there is no diminution of the 
quantities or intrinsic value of other commo- 
dities, a smaller quantity of the currency 
will represent the same quantity of other 
things as at a previous period ; and prices 
will be said to have fallen. The opposite of 
this result will ensue, if the currency be in- 
creased beyond the quantity at a previous 
period, and other commodities remain the 
same. 

If the quantity of currency becomes so small 
in proportion to other commodities as to 
cause a great reduction of their prices, they 
will be sent abroad and such a quantity of 
the precious metals obtained and brought 
back in place of them, as may be necessary 
to supply the demand for circulation and fa- 
cilitate the trade of the country. On the 
other hand, if the quantity of currency be- 
comes so abundant as to cause a great ad- 
vance of pri^, tiiat portion of it which 
consists of the precious metals, will be ex- 
ported and exchanged for foreign commodi- 

3 
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:; ' ties, until Ae redundancy is withdrawn and 

the ordinary state of trade and currency re- 
stored. 

« 

Laws designed to prevent the export or import 
of the precious metals, may cause embar- 
rassment and do much harm« but can nei- 
ther effect their object nor produce any sub- 
stantial benefits. 

A free import suid export of the precious me- 
tals, tends to keep just that quantity of cur- 
rency in a country which is necessary to 
maintain its value and facilitate trade ; and 
wiU never fail to secure that result when the 
circulating medium is wholly metallic : for 
the importation of an e^xcessive quantity of 
those metals, where they are allowed to be 
freely carried abroad, will occasion an im- 
mediate exportation of the excess. 

An excess of convertible paper, is indicated 

not by a depreciation of that as compared 

; with the metallic part of the currency, but 

by a depreciation of the joint currency, as 

compared with that of other coii^tries. 

Were a silver dollar withdrawn ^rom ^circiila- 
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tion for every paper dollar issued, no excess 
of issues could take place ; no paper would 
be issued beyond the actual demands of die 
circulation; all the paper issued might at 
any moment be exchanged for specie ; the 
circulation would be neither more nor less 
than if no paper were employed* 

Paper employed jointly with coin as the cur- 
* rency of a country, is recommended chiefly 
by its convenience and cheapness. It pos- 
sesses none of the qualities required in a 
standard of value, being of JMe- intrinsic / j ^ 
worth, very liable to waste, and capable of 
being suddenly and indefinitely increased and 
diminished in quantity* It may be consi- 
dered a representative of the coin, for which 
it is an,e(yiivalent by being exchangeable at 
the will' of the holder* A paper dollar is 
deemed to be worth its denomination in sil- 
ver, not with any reference to its intrinsic or 
marketable value, but solely because it is 
convertible at pleasure into that quantity of 
metal for the delivery of which it is an obli- 
gation, or into a quantity of commodities 
equal in value to &at quantity of metal.* 

"" When Bank iaotes ^re called a representative of 
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Tb^.;$tea4y(,ai]td uniform .value of >a currency 
does not depend absoliUfely on its quantity ; 
but on its. quantity relatively to the payments 
tQ.bf. accomplished by it. If the quantity 
raiiainthe^ame^.and the payments become 
heavier and more numerous, it& value will 
rise; if they ,bepome fewer ^ and lighter, it 
will fall. 

A vmuch smaller quantity of currency « is re- 
quired where tiiere exists a high degree of 
public credit and prosperity, than when dis- 
trust and apprehension prevail, inducing 
individuals to call in tiieir advances, and 
secure themselves by hoarding ; and likewise 
in periods, of commercial security and confi- 
dence, than when embarrassments and un- 
setded relations of trade discourage contracts 
and arrangements for a distant time. 

coini the mejuiingis that they are QrdeoTB or <^pntracts 
for the delivery of coin, in place of which th^y circu* 
late. They axe received in payments as readily as 
specie itself, only when it is known that specie can 
be obtained for them at pleasure ; or that they will as 
readily pass in the market, as the coin which, jthey 
specify. 
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A given amount of business will. require more 
or less circulating medium, in proportion to 
the degree of mutual confidence existing 
between the trading parties. If great confi- 
dence exists, credit in its various &rms will 
be extensively employed m place of money ; 
if confidence be feeble and declining, remit- 
tances and setdements must be made with 
cash. 

A given amount of business will require a less 
quantity of money if the circulation be rapid 
than if it be slow. A small sum constantly 
passing fix^m hand to hand, may facilitate 
many exchanges, and settle many accounts, 
which would each require a distinct sum, 
were the transmission of it lingering and 
interrupted. 

If the currenqr consists jointly of bank notes 

and coin, and, fi*om whatever cause, an 

undue proportion of the coin is exported, a 

. ^^ corresponding diminution of the issues of 

^\ paper will be indispensably necessary, that 

^ W same quantity of paper and of metal may 

^ continue to exchange f<Hr the same quantity 

of commodities, the one as the other. If in 
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sucli casQ the issues ofupaperbe not^dinu- 
nighed, it will becmne depreciated ; and if 
by further exports of coin it ceases to.be 
ccovevtible^. confidence 'Will be destroyed, 
business su^ended, and general ) distress 
prodiHre^ 

Where there is a joint currency of metal and 
paper, there is a constant efibrt, from the 
loss of interest on metal, and the gain on 
every «idditional' issue of paper, to substitute 
pfper foDmetalxasr extensively as possible, 
aud.thiareby.to aher the.relation& between 
thciBj which are •essential to the- steadiness 
ofitbeir value, and the.safety jof the public. 

No amount of bank pap^r, especially if it be 
not made a legal tender, or of pfiper and 
coin together, can be sustained in circulation 
fop^any'great 'length -tof time beyond the 
amoairttof currency which theorditiaiy busi- 
ness- of >th6 country « would reifinnr^' were it 

. wholly ^metalUt. Sofqiosing; *such 'paper to 
b^^ uidfiBrrn^ coirviertibfe^ at ^pleasure into 
coinyibtiwfa<deqa«atity of cuivettcy/nietallic 
anifiapertogetiiepj will be- neither morenor 
lesfrthavit^wonld be were it allmeC«Hic, and 
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were there no banks in existence : unless it ^. . 
should happen that the use of paper in some ^ -^ *" ^ - 



V r . \ 



V 



.\ 



^ '"X 



V 
■s X 






countries should augment the qUintiQr, and 
depreciate the value, of the whole currency ^ '^ ^" ;;; 
of the commercial world. • 5^ \ » 

The aaMMmt of bank notes which can be kept \ > \ 
in .circoiationy^ depends on the demands of -^ "^ 

trade, which are regulated by the value of 
thestandaird, the -amount of payments, and \ 
the economy and rapidity with which they ' ,' 
are effected^ Should banks* issue so much 
paper as to renderthe cinrrency more abun- /* 
dant than it would be were it wholly metallic, \ 
thte excess would be returned to them and> v 
exchanged for specie; for the excess wouH, 
depreciate the joiut circulation, cause an ^ 
advance of prices, and render the precious 
metds the cheapest article for export ; and 
to equalize the value of' the currencies of 
that and other countries, those metds would 
be exported. 

If the paper ceases to be convertible, and an 
excess of currency continues greater thaii 
the export of metal ' can ct)rrect, the paper 
compared with coin will be depreciated, and 
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prices, as far as they are determined by that 
paper, will rise. 

From the constant tendency to an excessive 
issue of paper, which sooner or later must 
be diminished, and from the occurrence of 
periods when it may become temporarily 
redundant without losing its character, or 
the confidence of the public as to its con- 
vertibility, it is obvious, that the greater the 
proportion of convertible paper in circulation 
the greater will be the fluctuations in the 
value of the whole currency. 

Since the smaller the quantity of currency in a 
country at a given time, the lower will be 
die prices of all commodities at that time, 
and since an exportation of the precious me- 
tals, occasioning a fall of prices, is brought 
about only by an excess of currency, it is 
plain that the same result would be produced 
were the redusdancy obviated by any other 
means. 

Since no. further export of metal can take place 
after the excess of currency is reduced, were 
the excess corrected by any other means, no 
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metal > would be exported. A reduction of 
the excess, would occasion a fall of prices, 
and an export of commodities instead of 
specie. 

Nothing can preserve a due proportion of coin 
in circulation, but an effectual regulation of 
the paper which circulates with it ; and since 
it is excess of currency which causes an 

, export or metal, and since no metal would 

be exported were the excess obviated by 

other means, it is equally certain that no 

export of metal would take place, were a 

sufficient quantity of paper withdrawn from 

circulation, 

• 

If, owing to an excess of paper, there be no metal 
in circulation, no possible measure, but that 
of withdrawing.a part of the paper so as to 
make the rest equivalent in value to coin, 
will bring about a ^return of metal to the 
country. 

A limitation of the issues of paper to the actual 
demands of trade, will effectually maintain 
its value. 

Though the prices of particular articles may 
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ris^ aad fall from the state of supply and 
demand, a rise in the prices of all commo- 
dities is never caused by any thing but a 
depreciation of the eurreQcy, nor a fall of 
prices generally, by any thing but an aug- 
mented value of the currency. . 

While the precious metals are the standard, 
and the currency conforms to them in value, 
it is as perfect and umform as it would be 
did it consist solely of the precious metals, 
and were it at the same time equally abun- 
>.^^ dant$ but. whenever the market price of 

StBooAzrA bu&ion u^ above the mint price, 
that is its vahiefor coining;, the currency is 
depreciated whether it consist jointly of 
paper luid^emif or of ^q alone. 

The currency ought Id be somewhat more 
valuable than standard bullion, so as to 
compensate the delay and ezpenfe of coin- 
age, fiimish a sufficient motive for sending it 
to the mint, and prevent an undue export of 
it in place of other commodities : for if the 
' quantity of currency be such that th^ market 
price of bullion is equivalent to the mint 
price, it will be found to be relatively cheap- 
er than other commodities for exports 
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The issues of bank paper may be safely regu- 
lated by the price of bullion, where there is 
sufficient trade in that commodity to fix 
its pice ; for the quantity in circulation 
cannot be excessive while the market price 
of bullion is so much below the mint value, 
as to compensate the delay and expense of 
coinage. 

The rate of foreign exchanges is not an infallible 
criterion by which to determine whether or 
not the currency is depreciated, and if so, to 
what degree. The fact of coin being ex- 
ported is, generally, proof sufficient of a re* 
dundant currency whether the exchanges in- 
dicate it or not.* 

The export of coin is frequently the first indi- 
cation of a depreciated currency ; for it often 
happens that for a length of time after the 
paper in circulation has become excessive, 

* The exceptions are, 1st, the export of the precious 
metals from countries in which mines are wrought ; 
and 2d, cases in which on account of war, famine, or 
other occasional variations of demand in different 
countries for the ^ducts of each other, balances are 
settled by remittances of specie. 
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both the coin and p^per, from the predomi- 
liance in quantity of the latter and the confi- 
dence' reposed in its convertibility, are d^re- 
dated together. 

/Fordgn exchange is the market price of the 
/ currency of one country in that of another. 
f The rate of exchange, is the difference ,,'^*f 
! between the currency of one country and 
another compared with the same standai'd. 

TTie par of exchange between two countries, is 
a phrase employed to convey the idea that 
a given quantity of the standard coin of a 
country contains exactly as matii pure gold 
or silver as the corresponding amount of le- 
gal currency in the foreign country will pur- 
chase or exchange for there. Thus if our 
dollars would sell in London for British' 
coin, at four shillings end sixpence sterling 
a piece, the par of exchange with England 
would correspond with, and be expressed by, 

' this mode and rate of reckoning. A Bill 

» for £100, equal at four shillings and sixpence 

^ 'sterling each to four hundred and forty-four 

v' dollars and forty-four cents, would in Lon- 
don purchase, or exchange for that number 
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of our 40Hurs, or as much pure silver as 
they contain* In such a case a bill would 
sell here for a premium equivalent only to 
the expense of transportation and insurance. 
If, from the state of the currency in Eng- 
land, the difference of purity in the coinage 
of the two countries, a difference between 
the relative legal value and the relative mar- 
ket value of gold and silver, a difference be- 
tween the standard value of coin and the 
market price of bullion, or from any other 
cause, a bill for £100 would purchase more 
tluin four hundred and forty-four dollars and 
fortjr-four cents of our coinage, or more pure 
silver than they contain, it would command 
a corresponding premium here, and the par 
of exchange would be expressed by reckon- 
ing our dollars at a rate proportionally less 
than four shilBngs and sixpence sterling a 
piece* If such bill would not purchase four 
hundred and forty-four dollars and forty- 
four cents of our coinage, or as much pure 
silver as they contain, it would sell here at a 
corresponding discount, and the par of ea> 
change would be expressed by reckoning 
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our dollars at a* rs^ firopoMonaQy above 
four shillings and sixpence sterling each. * 

In this manner alone is the par of exchange 
to be determined ; and it is only by the causes 
here indicated that the rate of exchange or the 
price of bills can be materially and permanently 
raised or depressed. Variations in the rate of 
exchange from the par as determined in this 
manner, qan never, for any considerable time, 
exceed the expense of transporting and insu- 
ring the precious metals from one country to 
another. 

The par of exchange being determined, its ' 
effect on the rate or the price of bills, is the 
same as would follow were gold and silver uni- 
versally of the same purity and relative value, 
and were they circulated and exchanged only 
by weight. A bill of exchange would in that 
case be an order for the delivery, at a given, 
time and place, of a certain number of ounces 
or pounds of gold or silver ; and would sell 
for as much more than the weight specified, as 
to cover the cost of transportation and insu- 
rance. 

If in one country gold is the principal 
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standard of value, and in another silver, as iu 
the case of England and this country, the re- 
lative legal and exchangeable value of gold 
and silver most be taken into account in esti- 
mating the par of exchange at a given period. 
Hence in the above illustration the market 
price of silver per ounce in the actual currency 
of England is taken as the true rule instead 
of the legal value of silver or of gold* The 
legal relative value of .gold to silver in Eng- 
land is as one ounce of gold to 15jh ounces 
of silver ; in France, as one to fifteen and one 
half ounces ; in this country, as one to fifteen. 
Incalculable benefit would result to the com- 
mercial world, were the coinage of Ibe. differ- 
ent countries rendered uniform by adopting 
one standard of purity, abolishing the various 
and unequal divisions of the precious metals 
and the denominations of the coins ; divifting 
the metals into uniform portions by weight, as 
pounds, ounces, ^c.,. and stamping the weight 
and proportion of purity on the respective 
pieces. In no country, perhaps, does the 
coinage need revision and reformation more 
than in this ; and no where else, probably, 
would greater advantages result firom a coin- 
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age stamped in this manner, so that no uncer- 
tainty could attend the detenmnation of its va- 
lue, either at home or abroad. At present^ the 
proportion, even of merchants and bankers, 
who know any thing of our laws respecting 
our own and foreign coins, or of the degrees 
of alloy in those coins, or who could determine 
the true par of exchange betweai diis and any 
other country, is, probably, not very great* 
To most, the subject is involved in such ob- 
scurity and uncertainty, as ought not to exist 
in relation to any subject which necessarily at 
fects the interests of every individual. 

Our exchange with England is reckoned in 
dollars, at four shillings and sixpence sterling 
each ; consequently, four hundred and forQr- 
four dollars and forty-four cents ought to con- 
tain as much pure silver as j£lOO sterling Bri- 
tish standard. But this is not the fact. Our 
dollars, according to the mint regulation, ought 
to weigh seventeen pennyweights and eight 
gtmns ; but the standard of fineness or purity 
is below that of England, so that a dollar of 
our coinage is eight and a half grains worse 
than English standard silver, and is of the va- 
lue only of four shillings and three-pence 
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three farthings . sterlings But the weight of 
the dollars in. general circulation being not 
more than seventeen pennyweights and mx 
grains, the true par is somewhat below four 
shilings and threepence half-penny sterltng, 
and therefore when the price of silver in 
England, reckoned in their legal currency, is 
exactly the same as the standard rate of silver 
compared with gold, exchange sold here at 
five per cent premium, (not including cost of 
remittance,) is really at parj for in that case, 
one hundred and five of our dollars will, pur- 
chase as much pure silver in England as they 
contain. 

The relative value of .gold and silver as 
fixed by law in England, is as 15 j^ of silver to 
one of gold. An ounce of gold, which is coined 
into three pounds, seventeen shillings, and ten- 
pence half-penny of gold coin, is equivalent 
to 15t|7 ounces of silver, because that weight of 
silver is also coined into three pounds, seventeen 
shillings, and tenpence half-penny of silver 
coin. But comparatively little silver being coin- 
ed, it being a legal tender only for sums not ex- 
ceeding forty shillings, and at its standard value 
as compared with gold, ths^ is at five shillings 

4* 



4& 

and twopence per ounce, it is bought and sold 
a» bullion, and its market priceis affected both 
by its finaiess as compared with the British 
standard, and by the supply in the market 
compared with the demand. Supposing the 
price of our dollars, sold as Bullion in London, 
to be at the rate of four shillings, eleven- 
pence, and two fardiings. per ounce, standard 
silver, the real par of exchange would be about 
ten per cent premium (besides cost of remit- 
tance) on bills drsLWn here : that is, a £100 
bill, costing here 4881W9 would buy as many 
ounces of pure silver in London, as are con- 
tained in that number of our dollars. 



CHAPTER n. 



On regulations of the currency 

-r-occasion of its fluctuations 

insufficiency of the checks and 
restraints hitherto relied on, 
to protect the public against 
excessive issues and contractions 
of bank paper. 



The object of aO conveDtional regulationr) 
of the currency, shonld be to secure an adhe- 
rence to ^e principles which naturally govern 
it. For though the operation of ^se princi- 
ples can no more be superseded or hindered 
permanendy, than that of any of the laws of 
nature can be, yet they may be temporarily 
violated and resisted ; and by a constant effort 
to evade or oppose them, the most ruinous 
consequences may be produced : especially : 
where a joint currency of metal and paper is 
in use, and where paper is issued, not by u 
controlling power like that which regulates 
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the coin, but from a multitude of subordinate 
sources. 

The most essential quality of a currency, the 
point of aU others to be chiefly aimed at, is 
invariable steadiness of value. Invariable 
uidformity of value in the currency, has a re- 
lation to the interests of the people, similar to 
that of unifonmty of weights and measures. 
Variations in the standard of value, produce 
much the same effect as variations in measures 
of capacity. Should a merchant purchase by 
a measure below the standard, and sell by one 
above it, and be either ignorant of the difference 
or unable to hinder its effect, his loss would be 
analogous to that which results from purchasing 
commodi4es when the currency is redundant 
and depreciated, and selling when it is con- 
tracted and scarce. 

Though pc^r has not, like coin, the quali- 
ties necessary in a standard, it has in circulation 
the ^ect of a criterion of value ; and it is the 
suddeimess and ease with which the quantity 
of paper can be increased or diminished, which 
constitute the principal objection to the em- 
ployment of it in circulation. This quality of 
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bank paper is the true source of nearly all the 
variations and fluctuations in the currency of 
this coutttiy since the introduction and multi* 
plication of banks. It is presumed to be 
sufficiently notorious, that for twen^ or thirty 
years, there has been a constant recurrence 
ahemately of abundance and scarcity c^ cir- 
culation; that great abundance is uniformly 
succeeded by great scarcity ; and that the em- 
barrassing and disastrous efiects of these fluc- 
tuations, are commonly ascribed to one another, 
or to some peculiar state of things in foreign 
countries, or to some odier cause known or 
unknown, instead of being traced to the true 
cause, the excessive emission of paper* 

When the issues of paper have been pushed 
to such excess as to lower die market rate of 
interest, occasion large sums of money to be 
unemployed, and render it extremely easy to 
obtain the control of funds, an advance in the 
prices of commodities immediately takes place, 
and speculative transactions are induced. The 
continued rise of prices, and increase of specu- 
lation, cause a proportionate demand for more 
notes ; and the greater the quantity of notes 
issued the more prices rise. At whatever point 
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an excess of issues begins, the whole country 
is soon inundated with a depreciated currency. 
Universal confidence is felt, and the progress of 
redundancy and speculation is called prospe- 
rity. At length the people discover with con* 
stemation, that the precious metals have been 
withdrawn and sent abroad ; that the paper in 
circulation has lost its exchangeable value, or 
is fast disappearing; that prices are rapidly 
falling ; and that the payment of their debts, 
should that be possible, must sweep off their 
property, destroy their hopes, and occasion 
wide spread distress and ruin. 

Whether, in such a case, the evils which 
attend the struggle of the currency to right 
itself, are greater or less when the convertible 
character of the paper is maintained, than when 
it is lost, depends very much on the length 
of time reqaired for the process. But nothing 
can be more certain than that this train of disas- 
trous results, i^riginates in an excessive issue of 
paper. The flexible quaUty of paper currency, 
its capacity of sudden and indefinite expansion 
while confidence is maintained, and of contrac- 
tion when distrust or necessity requires, is the 
root of the difliculty. It is against this that 
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the public requires security ; and this, in con- 
nection with the system under which the issues 
of paper are made, needs to be controlled and 
regulated. 

Two things have been chiefly relied on for 
the protection of the public against the abuse 
of the power of issuing paper currency. 

1. The prudence of bank directors. 
' This ground of confidence, though plausi* 
ble in its terms, is seldom justified by events. 
Directors inay be honest and estimable men, 
without possessing sufficient knowledge of cur- 
rency and banking, to enable them to deter- 
mine what is prudent ; and may be as much de- 
ceived by the apparent prosperity of very high 
and increasing prices as any of the deluded 
people around them, and as completely panic- 
struck when the tide turns and rolls back its 
current over them. 

Where there are scores and hundreds of dif- 
ferent banks, each striving to make a profit by 
pushing out its notes, it would be a miracle 
should this ground of security prove generally 
to be of any avaiL Were the directors of 
banks universally men of integrity, were there 
no' scheming officious individuals in any of 
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tb^EQ, fortver managing to advance their pri- 
vate interests at the expense of the stockhold- 
ers and the public ; still it would be too much 
to expect them, acting in their official capacity, 
to prefer the interests of the public to those of 
their own corporation, to foreg'o the advantages 
placed in their hands by charter, or to perceive 
any thing to be prudent, which should prevent 
their issuing as many of their notes as their' 
safety would permit, or which should add to 
their duties that of preventing other people 
from going into foolish and ruinous transac- 
tions* 

Were the worst consequences of excessive 
issues and contractions of their paper to fall on 
banks themselves, effectual lessons of prudence 
might be enfcnrced by their experience. But 
this seldom or never happens. In the worst 
instances, the evils to the public are as muob 
greater than to the bamks, as the mlerests and 
property of the community exceed theirs. In 
ordinary cases, and whenever their notes are 
withdrawn from drcufaitioii without losing the 
cbarmter of being ccmvertible^ the banks are 
shielded by two ciicumatances which effectually 
transfer the evils to the community: 1st, by 
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their earlier knowledge of the excess and de- 
preciation of the currency; and 2d, by the en- 
dorsements on the commercial paper which 
they. hold. 

It is certain that the prudence of directors 
has not hitherto protected the public from un- 
due issues of paper. " Experience," says Mr. 
Bicardo, '' shows, that neither a state nor a 
- bank, ever had the unrestricted power of issuing 
" paper money, without abusing that power." 

2. The convertibility of bank notes into 
coin has been relied on. ^ i 4^ 

Bank notes are obligations for. the delivery 
of coin ; and it is only on the faith of their be- 
ing exchangeable for coin at the will of the 
holder, that they are received a?. currency. 
The promise of the issuers to pay on demand, 
the sums which they bear, is a promise to give 
in exchange for them so much metallic coin. 
^ So long as this engagement is promptly met, 
or, rather, so long as it is met, and the public 
have confidence that it will continue to be met, 
the notes are deemed convertible and pass as 
currency. When any bank fails to fulfil this 
engagement, and the public confidence in its 
ability to fulfil it is destroyed,. its. paper ceases 
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10 possess any exchaageabie value, tod Is good 

ftt- nothing. 

i Bm banks do not keep in their coffers a 

Quantity of coin sufficient to redeem all the pa- 

: ' .per issued by them ; nor is there half enough 

of coin and bullion together existing in any 

* / eoonlry where paper is freely ckcufeited to re- 

N^ / deem the pledge which the paper bears, and^ 

' I render it odnwdly convertible into the metal 

\ ; which it promises to pay.* * 

\\ I It is plain, therefore, that the convei^bility 

. i oi^ the paper Aough it forms a check more or 

i^" lei^ operative under diiflSsrent circumstances, 

^ '< and is indispensible as a check, is not suft- 

] ^ cieiit to reader the currency permanently saife 

I ^ sd[id uniform* its effect is consequential, not 

V^taiediate and direct. It has little influence 

on tlie issoeirs of paper when they are issuing 

too much and prices are rising ; and when the 

emissions become redimdant, the public are not 

aware of its growing depreciation soon enough 

to apply the check by demandmg ooan, before 

* By the returns of the banks in the interior of 
this state, it appears that on an average,' for several 
years, their specie on hand was to their notes in circu- 
lation as one to sue. 
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the difietence between the greatest amount of 
issues, -^iwoted by the highest prices to which 
coiiiiiioditie» rise, and the lowest point to which 
in turn the circulation is reduced, denoted by 
the eztrenie depression of prices, is sufficient 
to cause enormous losses and perhaps ruin to 
those who had engaged to pay at the time of 
the most contracted state of the Cttrrettcy, for 
commodities bought at the time of its greates^^ * 
excess. 



\ / The convertibility of paper may preveut i"\^ : 
^^ permanent depreciadon, and cnu^e the currency^ > 
\ in time to regain its level j but it is not suffi- ^^' 
^^^ ; cient to prevent extensive fluctuadons, nor to ^ 
^ cause the evils of excess to cure diemselves, "^^ 
• without greatly injuring die public in the pr^^ 
\cess, and overwhelming those who have pay- 



ments to make. 

While there are no more effectual checks to 
excessive issues of paper, than the prudence of 
die issuers and their liability to demands for 
coin, it is not to be expected that they will resist 
the temptations of interest, which first prompt 
to excess, and the solicitadons of friendship 
and of necessity which follow, after a redun- 
dancy has commenced. 
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The natural force of these checks is, in a 
great measure counteracted, by the- present 
system of banking; which, under ordinary 
circumstances at least, renders extravagant 
emisiuons necessary, to profit and success ; and 
without them, will not, after defraying expen- 
ces and losses return the ordinary rate of in- 
terest on capital. 

No efiectual security against excessive issues 
of paper can be devised, except 1st, by taking 
from all persons, who are interested in depreci- 
ating the ' currency, the power to accomplish 
that object ; or 2d, by adopting a system of 
banking which shall preclude or obviate the 
motives to excess of issues. The first- mode 
would require that the issuing of paper money 
should, with the coining of metal, be reserved, 
and held as an exclusive prerogative of govern- 
ment. The expediency, or inexpediency of 
this, supposing it could be brought about, need 
not be considered here. But the power to is-^ 
sue a paper currency, is substantially and in 
efiect, a power, not to trade, but to coin mo- 
ney ; and if it be delegated to individuals or 
corporations, there is as much necessity for 
reflating and limiting its exercise, as there 
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would be Ibr regulaling the power to coin 
inetal were that delegated.* 

By way of tUustration it may be observed, 
that, were the govermnent exclasively to exer- 
cise this power, certain regulaticHis of it would 
be demanded alike by the interests and fears of 
the community, and the safety and ducoeto of 
the government itself in the operation. As 
much necessity would be fek for regulations 
adapted to the case of paper, as ihere is found 
to be for appropriate regulations in reladot> to 
the mint. Such limitations and gnards would 
be required, as should render this power as safe 
and beneficial, as that of coining, and an abuse 
of it as dificnk and violent a proccvding, and 
as flagrant an otttrage on the pablic, as an 
abuse of the power to ccMn. An abserlikte Hr 
mitation of the whole quantity of paper to be 
issued, and a limitation bdow the quantity of 
currency otdinarily required for circulation in 

* The limitations of issues, inserted in the charters 
of most banks, to twice or thrice the amount of their 
capitals, if presumed to hat^ any eflTect whatetef, 
afibrd no {nroteetion to the inUle against excess; And 
can have no effect till a very great redundancy has 
taken place, and are therefore to no purpose as regu- 
lations. 

5* 
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the country, would be found indispensible to 
maintain the value of the issues. 

If so high a degree of security be unattaina- 
ble when the power is delegated, the people are 
as much more concerned in this than in the 
other case, that the best system which is possi- 
ble ^lonld be adopted, ad individuals or corpo- 
rations are more likely than the government 
would be to injure them by great and sudden 
expansions and contractions of the currency. 

But though were the issuing of paper mo- 
ney reserved to the Government, as effectual 
security against its excess, might, perhaps, be 
attained by an absolute Umi^tion of the whole 
quantity allowed by law to be emitted, as the 
laws fixing the standard of the coinage afford 
against a depreciation of the metallic currency ; 
yet no adequate pledge could be given, and a 
sufficient degree ef certainty could not be at- 
tained, that a due limitation of the quantity 
of paper when once established by law and 
when its relations to the metallic part of the 
currency were harmonized and settled, would 
be permanently adhered to. There would be 
great danger that when the temptations of 
want and difficulty occurred, a further issue of 
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paper would be authorized, and the whole cur- 
rency be thereby proportionally depreciated, 
and all the relations of debts and credits, pro- 
perty and business, suddenly and injuriously 
affected. 

It is, therefore, in the highest degree desira- 
ble, that some check, inherent in the system by 
which banks should issue paper, might be re- 
sorted to — a check which, from its nature, 
should be present and operative at the moment 
of issues being made, — a check whose force 
and influence should bear directly on the issuers 
and obviate the motives to excess of issues — a 
check which should be analagous in effect to 
that of scarcity or uniformity of quantity, in 
the precious metals. 

The difficulty lies between the facility with 
which the quantity of paper can be increased 
and diminished, and the banking system under 
which it is issued. The same absolute limita- 
tions and guaranties of the banking power, 
which might possibly be adopted were paper 
issued exclusively by the government, cannot 
all be imposed with effect on a multitude of 
corporations. The banking system itself, 
therefore, ought to be such as to involve the 
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requisite checks and UmilatioKis ; such as to su- 
percede or counteract the andtives tat over- 
issuing, visit the ccmsequenees of excess upon 
its immediate authors, and afford conqplete se- 
curity to the public. In these essential requi- 
sites the existing system of baking is lament* 
ably deficient. 



CHAI>TER III. 

THE PRESENT BANKING SYSTEM. 

The active employment of both capital and 
credit in discounting commercial paper, and 
issuing a circulating medium, is the distin- 
guishing feature of the banking system of this 
country. With very few exceptions, the insti- 
tutions for banking purposes, have, in this re- 
spect, proceeded on. the same plan. 

Viewed apart from the principles of curren- 
cy, the character and office of bank paper, and 
the difference between loans and discounts, 
diis system has. on the first impression, a degree 
of plausibility. But traced out into its natural 
and ordinary results, it will be found to have 
little to recommend it, and to be peculiarly 
adapted to occasion the wide spread mischief 
which from time to time it has never failed to 
produce. 

Instead of going into a history of the banks 
and currency of this country, and exhibiting 
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the scenes of redundancy^ speculation, scar- 
city, distress, and ruin, which have occurred at 
different periods ; the extensive fluctuations and 
embarrassments in the Atlantic states and cities, 
and the overwhelming evils, suspensions, stop- 
laws, and paper bonfires of the interior and 
western states ; it may be more to the purpose ta 
state some of the errors and delects of the sys- 
tem itself from which these results proceed. 

Banking on this system^ involves a violation 
of the laws of currendy, and a departure from 
the proper office of banks, by the employment 
of both capital and credit in the circulation, 
and combining temporary loans with the legiti-* 
mate business of cUscounthag. _ 
^ It ought not to be, and cannot be, with safe^ 
ty to the public, any part of the object of 
banks, to render the currency more abundant 
li)y enussions of paper, than it naturally would 
be were no paper employed in circulation. 
Neither is it any part of the legitimate busi- 
ness of banks, to furnish to merchants or oth- 
ers, capital on which to trade, and any scheme 
of banking which does this by way of tempo- 
rary loans, cannot fail to derange the currency 
\apd injure the public. But our banking sys- 
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tem reay be cboracterised as profeseedly ac- 
complishiag the latter , and necessarily occa* 
sioning the former of these results. 

Banks ought to be simply offices of discoimt 
and depottt. Their only legitimate purpose, 
/ in addition to their safety and convenience as 
places ibr the coUecticHi and deposit of monies, 
is^ to facilitate payments by discounting such 
commercial paper as has been issued ki ex- 
change br commodities. To transcend this 
li&ut is to exceed the actual d^aaands of trade ; 
(U> be governed by it is to do just what would be 
accomplished were the curr^cy wholly metal* 
lie ; in which case the quantity of currency 
would be regulated by the actual payments to 
be effected ; the circulation wovdd consist 
isolely of cajHtal, and diere would be no-scope' 
for sudden and hurtful excess. 

But banks on the present system, by em- 
ploying their capital, and to as great an extent 
as possible 4eir credit ^also, unavoidably swell 
the circulation beyond this limit. Every issue 
of their paper as a temporary loan of capital, 
whether on accammodaium nsies or any other 
mamty^ is an excess beyond die natural and 
<}rdiimy demands of trade. Every such loan, 
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becomes the basis of transactions which render 
furdier and greater issues of currency requi- 
site ; and thus a fictitious state of things is in- 
troduced, credits are multiplied, and finally 
business which appeared to be founded on real 
capital, turns out to have been carried on by 
means of a redundant currency borrowed for 
the purpose. This fictitious capital having for 
a time as much effect on the market as though 
it were real, and forming the basis (^ transac- 
tions and of credits, which without it would 
not exist, causes an increased con^tition in 
trade, and a rise of prices ; but not being sus- 
tained upon any solid foundation, and being 
liable to be soon recalled by the bank whence 
it was issued, the sale of commodities pur- 
chased by means of it must be hastened, at 
whatever sacrifice the state of the market may 
require, or ttew loans of a similar character 
must be efiected, or other new debts created 
on a false credit, or some other temporary and 
hazardous arrangements resorted to, till the 
bank is secured, the borrower ruined, and. his 
business credit(H*s injured. 

Such: are the natural tendencies and results 
b£ loans of thi& description* They are tern* 
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porary eip^dientii lor purposts wldch reqirife, 
and cannot with safety be attempted iritfaout 
the Qodiitiurb^l nae of real csfital until they ' 
are aceonqilished; and: they of course derange 
the relations of cutfency and trade** 
. Iti^e^id^ntfiromexperienoeyaft well as from 
the laws of current, that no state of trade 
which is not fictitious and q)eculative can re- 
quire» or will penniti both the capital and cre- 
dit of banks to be empfeyed in ctrcidation, 
without extreme haurd to individuak and de* 
triment to the public. A system of.banking 
therefore, by which both are so employed, can- 
not fail to occasion alternately a redundant and 
deficient currency* 

That there is no eaEtravagance in ascribing 
this character and a t^dency to produce these 
results to our present banking system, may ap- 
pear from several observations intended to il* 



* niuBtrations ^ these remarks might be given, 
from the history of banks in every part of this comi- 
try , exhiWluig the disastroiw results of bank ioan$ 
to farmers, mftaufttctiirers, traders, utd speeulctots, 
and to stockholdenr In banks, to enable them to pay 
for their shares of the capital ! 

6 
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lusti^te the natare, operationg^ and dtfeete of 
that system. 

* .1. The aggregsteaiMunt of b«Mk paper, 
which, in addMon to the com in use, can be 
sustained in eiradaiian wiOumt > deptedatkig, 
cannot exceed the amount of currency which 
would exist in gold and silver, were there no 
hanks. But with a metallic cttniency, capital 
alone would be in drcukition, and it would here, 
as it does in Fr^ce, adequately and uniformly 
supply the demands of tradeJ* The capitals 
of banks^ are only '. portions of. the capitals of 
individuals ; which if retained by them^ as in 
the case of there being no banks, wotrid circu- 
late and perform the same office which they 
.ought to- perform when combined in the stock 
of a corporation. If therefore banks issue 
their capitals and credits also. as currency, 
their issues must exceed the amount whicli 
would exist were the currency wholly metal- 
lic ; and consequently must exceed the quan- 

.' * Tiieze is but one bank in Fiftnce, the notes of 
which, being only of the denomiipi^tianB of 500 and 
1000 francs, perform the offioexa,tlier of bills of ex- 
change, than of currency. Besides these the whole 
currency is ipetallic. 
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tity required by any safe or natural state of 
trade, and by such redundancy draw oni^ecu- 
lation, caude an export of the precious metals, 
and end in revulsion and distress. 

2. Were the operations of banks carried 
on by means of coin, without issuing any pa- 
per, they would render all the real service to 
the community, which it is in the nature of 
banks to render, by discounting boriness pa- 
per, facilitating payments, and completely ful- 
filling ^ the design of offices of discount and 
deposit. But such institutions would occasion 
none of the evils which every where attend the 
operations of banks issuing paper on the same 
system as ours ; and for no conceivable reason 
but that they would do nothing to augment. or 
•reduce the quantity of currency naturally re- 
quired and called into use by* (he demands of 
trade ; they would do nothing on their credit. 
They would not employ their capital and cre- 
did both in the circuladon. * 

Such Banks might injure individuals by 
making temporary loans of capital, for objects 
requning its permanent use; but they could 
not injure the public except by locking up 
their treasures, and refusing to discount, which 
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juiglit as Well be done by the individaal pro- '^^. 
prieton were dieir vetpecdve shares in the 
capital not combined in a joint stock. 

It may be observed therefore, that the evils 
produced by banks, are not necessarily inci^ 
dent to instifeations of that nature, but proceed 
from a bad system of banking, by which the 
quantity of currency is altemalely rendered 
too abundant and too scarce. 

3. There is a material difference between 
banking and other modes of business, by 
which the results of our present system may 
be illustrated* In other trades great profits 
*^:^- are often acquired from the mere em|doyinent 
of capital; but, the rate of interest being 
linuted, banks circulating their own paper 
would never be established were there no hope 
of obtaining moi^ than the ordinary profits to 
be derived from the use of their capital. The 
eiqpenses and losses incident to this mode of 
business, would, in that case, induce proprie- 
tors to employ their fimds in odier ways. 
The advantages which induce the estaUisb- 
ment of banks commence only with the use of 
ther credit. 

It follows therefore, that unless die capitals 
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of banks are wholly or partly invested in 
permanent and productive securities^ so as to 
enable them to employ their credit without ex- 
tending the amount of their issues beyond their 
capitals, they must fail of their object, or else 
by temporary loans of accommodation, or 
some other expedient, their issues must be 
rendered excessive. ' 

A bank posse^sing^ a given amount of capi- 
tal possesses that amount of value, which, with 
safi^y to the pro]»*ietors and the public, may 
be put into circulation as currency. The ca- 
pital itself may be issued, or if that be perma- 
nently invested, such bank, may with equal 
safety issue a like amount of notes on its credit. 
But if a bank issues its cQ^ital and then pro- 
ceeds to i^ue a further sum on its c|:edit, such 
f1Irthe^issue will add nothing to the real vahie 
of the whole ; but, Ih ordinary circumstances 
at least, most, depreciate the whole by ang* 
menting the circulation beyond the quantity 
which would exist were it gold and silver. . 

4* The necessity, lender the present system, 
of issuing more eHrrency th«tt i$ required by 
the state of trade and qirculali<m» appears irpm 
the pains which banks tako^ and the riiks they 

• 6*. . 
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often run toextead their iMuet* The cendnctors 
of somebttokg ittdoiibte^yesovt toespeAents 
for t\a» purpose, wfaicfa ofjiers woold ncilhftF 
adopt nor approve. But as a general fiiet, 
great effort and gkiil are enployed to keep out 
as large a quantity of paper as posnble beyond 
the ordinary demand, stfid at ike- same time to 
guard against the consequ»iceB of sueh ibrosd 
and uvnatoral operalioBS. itf some instaAces 
owing to local or edier peculir circiunstances, 
sach measures are undoubtedly in a conside- 
rable degree successful at the expense of the 
community ; but though equalty necessary in 
all eases to provide fcr exjpen/^e»^ losses and 
dividends, they are of course, by Ate laws of 
currency generrily defeated. Hence it is ea^ 
to perceive why, with few exeeptions, banks on 
this system are unprefilable tb Iheir proprietors 
as well . as injurious to the pubfic ; it being 
impossible for humaa effcnrt or ing^Miity to 
maiMlain fi>F a lengA of tune an excess of cur- 
rency in dumdadon, or to preyeni eiroessm 
issues from hemg followed by eonresponcKtig 
vedttodoas below the uatnral^levd. 

It is not oalf the f«dt of dns system, that 
banks are unprofiftiUe, but it is a oMierkd «dbj«e- 
don to it on the part of die public. The 



•7 

aggregate bank capkal of this state, wbkh is 
presumed to •ffer as fevoiiralile an example on 
the subject as any portion e£ the country, is 
understood to i^etum on an average of several 
years an interest searcely equal to two thirds 
of the legal rate. Such a resuk is in no re- 
qpect desirable or advantageous to the con^ 
munity, but is on die contrary in many ways 
deteimental to the public interests. Such a 
vesult implies a state of the currency and of 
trade un&vourable to the interests of all classes 
of people ; and it is as much to be regretted 
as an unprofitable state of agriculture, or of 
any other extensive business would be. It is a 
source df die insecurity o( banks and of the 
paper which they circ^nte, and occasions dis- 
conragement and haiard in the emj^oyment of 
fiiads; 

5» Bmiiing on tins system is peculiarly un* 
SBfe to the public* By its tendency to sudden 
^id excessive issues and ^consequent reductions 
of thfeir currency, it causes great fluctuations 
of prices^ irregularis of payments^ and undue 
activity or stagnation of business ; and in 
short such instability and uncertainty as to 
render insecore aU cakufailions, .contracts and 
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enterprizes which require any considerable 
length of time for their fulfilment Hence it 
greatly contributes to' produce in the public 
mind, a speculative distrustful and unsettled 
cast, and to prepare the way for agitation and 
alarm. If the currency becomes redundant, 
and such a drain of specie ensues as to reqjoire 
of banks a great reduction of their issues, a 
violent panic seizes the public mind^ which 
quickly spreads firom the cities to the interior 
of the country. Multitudes as if by magio, 
suddenly find themselves unable to fulfil their 
engagements ; confidence declines and gives 
place to distrust, which^ under such circum- 
stances extends as well to banks as to indivi- 
d«als. The banks having thrown their eapi* 
lal into the circulation, and possessing nothing 
upon which to sustain the confidence of the 
public, except the notes they have discounted, 
which can afford relief only as they . become 
due and are paid ; are brought into circum- 
stances of embarrassment and difficulty, and 
are obKged to reduce their circulation to such 
an extent as to cause incalculable injury to the 
public. 

This system likewise tends to tbrow the 
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banking business into unsafe hands. It in- 
volves difficulties and temptations of a nature 
to disgust men of integrity and character, and 
on the other hand presents attractions to needy, 
adventurous, and dishonest men* It were 
needless to cite samples in support of this 
remaSrk, either in relation to the procuring of 
charters, or the history of banking institutions. 
From the nature of the case, banks generally 
aie and must be conducted by men entitled to 
the highest confidence ; and were the system 
consistent widi the laws of currency, and in 
harmony with the interests of society, it would 
offer no inducements or encouragements to 
unwortliiy men. 

But this system as such is exceedingly open 
to abuse* A mal-administration of it is exceed- 
ingly easy : as may be inferred firom the fact 
that in the worst cases of abuse, neither the 
public nor stockholders, and sometimes not 
even the directors, are aware of what is going 
on, till prevention and cure are alike inyracti* 
ca^le» It leaves too much at discretion, and 
addresses itself too forcibly to the selfishness 
and cupkKtyi the amlntiott and cridftiness of 
men. By these means, it gives dccnpion for 
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the «xercise of too much of a certain kind oi 
pationage and influence. It lacks that sort of 
checks and restraints which virtue itself wouM 
desire. 

These remarks must not be understood to 
refer indiscriminately to banks, as actually 
conducted, but solely to the sptem ; a coinpre^ 
hensive view of which, and of its results gene- 
rally, will, it is presumed, abundantly justify 
them. 

The defects of the system are not circum- 
stantial but inherent. No integrity of manage- 
ment, nor any degree of experience or skill 
can wholly obviate them. They are substan- 
tially the same as those of the country banks 
in England, which have occasioned more 
extensive and overwhelming evils only because 
local and peculiar circumstances have given 
them more scope. Banks oa this plan have 
every where produced the same effects, in a 
greater or less degree. Many of them have 
been conducted wiA all the safety, prudence, 
and benefit to the public, which the system 
would permit ; but no skill or integrity of 
management can render them profitable without 
excessive issues. They lack that without 
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which no business can be both safe and lucra- 
tive ; namely, a basis or capacity of certain 
profit, witl|ont excess of transactions. They 
are under the necessity of doing a given amount 
of business to repay the use of the capital and 
defray expenses, and, if losses occur, a further 
amount proportioned to their magnitude. This 
necessity is as pressing at one time, and in one 
state of trade, as another ; it results from the 
nature of die system. 

Hence it is obvious, why no laws or regula- 
tions designed to obviate or counteract the 
evils, and modify the administration, of this 
system, ever have produced, or ever can pro- 
duce, any substantial benefit. - The faults of 
the system yield to nothing but the irresistible 
correctives which are interposed by the laws 
of currency. 
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CHAPTER IV. 

PBOPOSED MODIFICATIONS OF THE ' 
,, BANKING SySTEM. 

ThA modifications of Ite buikiqg flystein to be 
proposed and recommended ibr adopticm, nay be 
brieflf described as requiring the capiUds of 
banks to be iwoested in fermoM^ secwiiksy and 
tMr credit done, founded on^knovmanuuntand 
condition of their capitals, to be employed in' 
the operations of discount tq an extent not exceeding 
in any instance the amount of capital invested.* 

* Of the most lincient and most Oiwilent banks in 
Europe, which have been alike distinguished by their 
credit and stability, and by the extent and success of 
their transactions— as that of Venice established in 
the 12th century, that of Barcelona in 1401, that of 
Genoa 1407 and that of England in 1694 — the capitals 
consisted of Government securities, and produced an 
income independently of tte transactions of business 
for which they were constituted. 

The Bank of England was established with a capi- 
tal of £1,2|00,000 sterling ; but by subsequent instal- 
ments and loans to the Government, its capital stock 
was increased prior to 1816 to £U,ei2,400. This 
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in tho^admiiiistMtiQn if flBdi banks; ^ 
iieved that the disthictbe provbiMis of JtHfeft" 

institution kns onifonnly tojoyed the highest d^;ree 
ef public cpnfideace. It was prohibited till 1797 ffom 
issuing any ^pajstity bf notes eaeceeding the otpital. 
Its capital has nev^lr been invaded by any of the yu 
cissitudes of trade or derangements of the eucxency, 
thoughit was r^uired by Ib^w to divide annually all its 
profits, and for a century is supposed to iiave doneso. 
For about thirty yeam however it has disregarded this 
requisition, and though it divided ten per nent. per an- 
num, near twenty of these years and on an average for 
thirty its accumulated surplus in 1816, accordingto Mr. 
Bictirdo amounted to j&13,400,000, being moreby near- 
]j je2,000,000 than the capital stock. It is by the em- 
ployment of this surplus in its business, and the arbi-. 
trary interference of the Government authorising a 
suspension of cash payments, and othot measures for 
the purpose of cansii^, and sustaining in circulation, 
an abundance of money, that this bank has been ena* 
bled at different periods to issue with impunity an ex- 
cessive ^lantity of its notes. In 1797 its issues 
amounted to atnfle oaly over j&ll,000,OOQl» being some- 
what less than the permanently invested oapital re^ 
presented by its notes. In that year the redemption of 
its paper with specie was suspended hy^ order of go^ 
vexnment, and continued hysuccessi/va acts till l32Si 
and instead of being restricted «r b^ie to thei fil- 
ing, of notes of £5 and upwards,, nojUnoitBdauttortty^ 

wMlfiven for- issoisBg puitesi^J^liuBd^* ..)jp»«^ae- 

7 
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meni of the eapitml and Umitatkik of iuUef,. 
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would operate as inhereDtand 'effectual -re* 
straints against undue emissions of paper. 

quence of these measnres the issues gradually mcreaef- 
ed so that in 1814 they amounted to £27^00,000, of 
which one-third part or £9,300,000 were of notes of a 
less denomination than j65. 

This hank since its establishment is represented 
not to have sustained any very serious loss ; and hut 
for the unjust and pernicious interferences and allow- 
ances of government, would hmve been uniformly be- 
neficial to the community in its operations. Owingto 
the character and short dates of the paper which it has 
discounted, its chance ofloss in ordinary times has been 
by calculation only as 1 to 900,000. By discounting no 
bills or notes for more than sixty-five days, and 
having so high a degree of certainty of the punctual 
payment of them, it is at all times enabled to sustain 
its credit, to meet all ordinary demands upon it, and 
to prevent inconvenience from excessive requisi- 
tic^ns of specie by diminishing its issues. Such ap- 
]tear to have been its character and policy for a hun- 
dred years ; and but for the unwise measures above 
mentioned it doubtless would have continued to limit 
its issues to the actual demands of trade, and periiaps 
never have exceeded its permanent capital. In 1619 
pevemment' enaicted that the bank should resume cash 
payinents in May, 1638, and at the same time cease 
to • issue notes under £5. At this period there was a 
great redundancy of paper in drtAdationiiot only fh)m 
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Banks with their capitals invested in this 
manner, were, they subject to no limitsttion oi 

the bank of England bat likewise from all the other 
banks in Great Britain. As the time for returning to 
cash payments drew nigh it became necessary to with- 
draw this paper from circulation. The banks there- 
fore began to restrict their issues, and in the early part 
of 1822 they had so diminished the currency, and there- 
by raised its value, that very extensive ruin was occa- 
sioned among all classes of the community, and about 
two-thirds of the country banks broke or stopped pay- 
ments. The prices of commodities generally fell 
about one-half.. The taxes however remained as be- 
fore, and while the fimd-hplders were receiving dou- 
ble the former value of their dividends, it was found 
impossible for farmers and others who had. entered 
into contracts when the currency was most abundattt 
and prices at the highest, now to meet their engage- 
ments^ In July, 1821: therefore, it became necessary 
to the landed interest that high prices should be re- 
stored, or the taxes be reduced ; the minister gave 
way, and the emission of small notes for the eleven 
years next ensuing was authorized. The banks now 
felt safe and again issued their paper with the utmost 
freedom; new banks were established all over the 
countiy, and prices universally rose ; wheat for exam- 
ple, which in July had fallen to 4« advanced to 9« be- 
fore the end of the year. This renewed excess of pa- 
r wfus followed in 1824 and 1825, by an extraordi- 
nary export of gold and universal embarrasment and 
distress. 
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issues, would be incapable of extending their 
emissions as much c^ may be done on the ex- 
isting system ; for it is obvious that after go- 
ing as fas as possible on their credit, they might 
issue the whole amount of their capital also. 

The restraint on issues in this case however 
would arise chiefly from another circumstance, 
which of itself is sufficient to account for most 
of the practical difference, in that respect, of 
the two systems ; namely, the sudden and in* 
eidtable jreaction upon the banks themselves, 
of any issues of their paper, beyond the exist- 
ing necessities of trade. 

In 1826, eight hundred banks stiU e^dsted, a large 
fxioportion of which had temporarily suspended pay- 
ments in 1822 and 1825, owing not to their insolvency 
but to the state of the cnrrencyi 

At the same period there were in Scotland two hun- 
dred and twenty-five banking establishments and 
branches. Neither these banks nor the currency of 
Scotland appear to Have been much affected by the dis- 
astrous events in England above referred to; which id 
ascribed to their capitals being secured by landed pro- 
perty, the degree of confidence thereby sustained, and 
the prudence of their management. In fifty years only 
six Scotch banks had suspended payment, of which in 
two only were there any deficiencies, and in both these 
not exceeding ^£30,000. 
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The certainty and effect of this reaction will 
be perceived if it be ccHisidered, that a princi- 
pal reason why a bank employing both capital 
and credit^ can without injury to itself issue a 
greater quantity of paper, than would be pos- 
sible upon either capital or credit alone, 
b, that a large portion of its issues, whenever 
recalled on account of a demand for specie, or 
for any other reason, must come back in such 
a shape as. to restore its capital. Such a bank 
therefore will. always have a demand on its 
debtors, difiering in its nature and relations 
firom any demand which a bank on the propo- 
sed system can ever have ; a demand in short, 
for c<nn, 'which wiU enable it to compel its 
debtors to furnish the coin, or its equivalent in 
the convertible notes of other banks, whatever 
sacrifices it may cost them; or on the other 
hand to keep out its notes. This is the lever, 
and early information and indorsements are the 
fulcrum by which banks are enabled to pro- 
duce such stupenduous evils to the community 
as are occasionally exhibited. When they be-, 
gin to contract their issues, they unavoidably 
in self defoice, oblige their debtors to furnish 

Ibe coin or its equivalent, with which to re- 

7* 
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deem tbeir noles* The principal check on 
their issues is by this means either obviated so 
for as their capital b employed, or its effect is 
postponed in a way to aggravate all the evils 
of redundancy and throw their consequences 
on the public. 

Under the proposed system, the immediate 
power of a bank to fulfil its engagements, 
would depaid wholly on the payment of the 

» 

sums due to it for notes discounted. Its issues 
being issues of credit only, its power ultimately 
to meet its oigaganents would depend on the 
security of its capital. It would have no claim 
for capital on those owing it for discounts, and 
could not oblige them to furnish coin for the 
redemption of its notes ; and therefore if it 
issued more of its notes than were required by 
the existing state of trade and circulation, they 
would come back and visit the evils of excess 
upon the bank itself, obliging it to make the 
necessaiy sacrifice&foriNrocuring coin, by tern* 
porary arrangemements, or by resorting to its 
pemianent funds. 

If to such investments of the capitals of banks 
be added an effectual limitation vi the notes 
issued, to the anioui^ of capital invesled, Ae 
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security against a superabundant issue of bank 
paper would be complete, it being understood 
diat all their notes should be payable in coin on 
demand at the option of the holder. - 

1* Because every dollar issued under such- 
a limitation, would represent a dollar of capital 
which would go into circulation were issues of 
paper suppressed. 

2 Such a limitation would infallibly keep 
the paper issued, on a par in value with the coin 
into which it was convertible; and if every 
banli were to issue a quantity of paper equal to 
its capital, no sudden or hurtful redundancy 
could occur ; for should the joint currency of 
coon and ps^r, be rendered too abundant by 
the issue of that quantity of paper, since no 
further emission of paper could take place, the 
excess of currency would be easily and quickly 
relieved by exporting' a portion of tiie coin. 

Where a free import and export of coin are 
allowed^ a limit by prescnptioh, or in practise, 
of the issues of paper to the demands of trade 
is essential to maintain its value, and prevent 
a depreciation of the joint currencr^. It is the 
want of sudi a limit under our present banking 
system, which carries the fluctuations in the 



80 

currency to such extremes of excess and scar-; 
city. The reason why no undue excess could 
occur were the currencywholly metallic, is, that 
the precious metals are limited in quantity, and 
are not liable to be suddenly or greatly increa- 
sed or diminished; and so many causes must 
operate . concurrently to augment the quantity 
of them in any considerable degree. in a coun* 
try where no paper circulates as nearly to obvi- 
ate all danger, from that source. 

Without an equivalent limitation of paper 
where that is employed, no possible . security 
c$m be had against alternate excess and scar- 
city of circulation. With a limit . preventing 
the issue of any quantity exceeding the amount > 
of bank capital, the currency would be steady 
in its value, and would naturally adapt itself to. 
the demands of circulation. 

To suppose the contrary would be 1st, to. 
suppose the whole amount of bank capital, and 
consequently of authorised issues of paper, to 
exceed, the whole dmount or quanti^ required ; 
and 2d, to suppose that all the banks would, 
issue to the full extent, authorized, whether it 
were safe to do so ornot ; neither of which 
wpuld be any ways likely to happen under the 
proposed system. 



81 

No position is better settled in regard to 
money, than that by limiting the quantity in 
circulation, its value may be maintained or ^ 
indefinitely raised or depreciated* Thus were 
^ the coinage of a country alone permitted to 

circulate, its value, by an absolute limitation 
of the quantity, would be rendered as invaria- 
ble within tha^couatiy, as the length of a foot 
rule. By increasing or diminishing that quan- 
tity one half, its value would be altered in the 
same proportion. The value of such a cur- 
rency would be wholly arbitrary, and would 
not depend on the material employed. A pa- 
per currency absolutely limited in this man- 
ner, might perform thei office as perfectly as 
gold and silver. 

Where there is a joint currency of coin and 
paper, and a free ingress and egress of the pre- 
cious metalf, a due limitation of the paper, 
p^ wiU not give it an arbitrary value, but will 

effectually prevent its depreciation in compari- 
son with coin, and prevent any such redund- 
ancy of it as to depreciate the whole joint 
circulation. 

Under such a system, and with a currency 
so regulated^ baiiks would never - be sub* 
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ject to any embarrassments, unless from the 
occarrence of great public calamities, or other 
extraordinary events^ causing a general panic 
to seise the country, and exciting a demand for 
the precious metals as the readiest way by 
which to realize and conceal property. 

Against such panics there can be no security 
on any systeiQ* A system whiqh should pro- 
vide for carrying on die circulation with a 
medium the least expensive, and at the same 
time secure the pubhc against any variations in 
the value of the currency, other than those 
to which the standard itself is subject, would 
combine all the advantages which it is possi- 
ble to attain where both coin, and paper, 
convertable into coin are in use ; and would 
render the currency as perfect as it is possible 
for any currency to be, whose value is not 
wholly arbitrary by reason of an absolute 
limitation of its quantity. . * 

Thdse. aduvDtages would be secured by the 
proposed limitation of convertable .bank pa* 
per, issued on the basis of capital permanently 
invested. There can be litde hazard in assert-- 
ing that this system would put it out of the 
question for banks to injure the public, by 
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excessive issues of their paper, or o( their pai- 
per and coin together ; that on an excess of 
issues it would bring back upon them a reac^ 
tion with such force, as to stop their opera* 
tions before' they could mjure their debtors or 
the public, or jeopardize their capital ^ that it 
would effectually deter them from making tem- 
porary loans of accommodatiQn to furnish 
capitals for trade ; that it would oblige them 
to confine their discounts to short paper, to 
paper given for commodities which would re- 
produce the means of payment, paper on the 
punctual payment of which the highest conii-> 
dence could be placed ; that it would, in short, 
confine their operations to the simple matter of 
facilitating payments, by issuing currency to 
the extent required by the payments to be 
made : that is doing, in effect, just what they 
would do were their ' issues wholly of capital 
and in the/orm of coin. 

For the further iflustration of the bearings 
and advantages of this system, it may be ob- 
served, 

1. That It will be more safe to the public, to 
individual creditors and to bank proprietors 
than the existing system can claim to be. By 
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the investment of the capital, the securi^.of 
the public and of individual creditors may he 
considered as increased to that amount* For 
under this system while the capital will be ex- 
empt from the risk of commercial paper, the 
issues made will be at least as well secured, by 
the notes 'Und bills discounted, as is possible in 
the case of banks employing both capital and 
credit. If therefore such events should occur 
as to render the discounted paper unavailable, 
the capital existing in another form, and not 
being liable to the same casualties, would sup- 
ply the defect; whereas, under the present 
system, there is no such fund in reserve. 

Should a bank on this plan issue a quantity 
of paper equal to the whole of its capital, it is 
obvious that the whole of the commercial notes 
and bills discounted, lAust prove bad and be 
lost before the holders of the bank paper could 
be injured ; and in the extreme case of such a^ 
entire loss, the capital reserved from hazard 
would still protect the utmost possible amount 
of outstanding issues. 

But the safety q{ this system would result 
chiefly from its effect in preventing over iasmes 
of paper and ccmsequent drains of specie, an^ 
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• conlractioaiB of the circulatioiiy and thereby 
preventing those reduetions and fluctuations of 
prices, which bring about suspensions and fail- 
ures; and render the present i^stem so unsafe 
both to individuals and banks. 

On the proposed i^stem, a far greater de- 
gree of confidence would exist and be main- 
tained, even in periods of adversity and de- 
pression, in the solvency and stability of banks, 
than is possible on the existing plan ; and con- 
sequently, unless in very extraordinary cases, 
agitation and panic would be repressed or 
wholly prevented. 

Banks on this footing would be more safe to 
the stockholders than they can be on die ex- 
isting plan. Whatever rendered them more 
safe to the public and to their creditors, would 
at the same time make them more safe to their 
proprietors. The proposed limitation of issues 
would at least circumscribe the possible hazard 
in the event of great calamity or great impru- 
dence. But this limitation in connection widl^ 
an mdependent revenue from the capital, 
would most mamriaUy pronote the safety of 
stockholders by an indirect influence, by sg- 
perseding the strongest temptation, and #bvia- 

8 
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ting the motives for issuing paper by discount-^ 
ing fictitious and doubtful notes or bills. Any 
paper discounted under this system, which was 
not paid at maturity, and the payment of which 
could not be relied on without any dependence 
on new discounts, would be likely to occasion 
more inconvenience and injury to the bank, 
than would be repaid by five times the sum ori- 
ginally retained for discountmg such paper. 
By necessarily discounting under this system a 
less quantity of paper, or a far more uniform 
quantity and of shorter dates, than on the pre- 
sent system, a far higher degree of safety would 
be attained* 

These grounds of security render this sys- 
tem peculiarly adapted to this extensive coun- 
try, to the agricultural as well as the commer- 
cial districts, and to the relations beti^^een the 
great centres of wealth and commerce and the 
remote interior. 

From the great number of banks remote 
from the marts of business and distant from 
each other, the temptations to ill founded and 
excessive issues ave greatly increased, and the 
difficulties which arise when coin is demanded 
and the currency withdrawn, are greatly ag- 
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gravated by the relations of the interior to the 
principal seaports. 

While in the case of banks in the interior on 
the present plan, the temptations to excessive 
issues are more powerful in proportion to their 
distance from the commercial cities, on the 
other hand the restraints relied on under that 
system are proportionally enfeebled. The 
convertibility of their paper into coin is of no 
practical use whatever, as a seasonable check, 
either to prevent their excessive issues or to 
warn them to provide coin before it becomes 
impossible to obtain it, to meet the demand 
when it reaches them* These results naturally 
arise under this system from the circumstances 
which attend the commencement and progress 
of redundant issues of paper, and consequent 
drains of specie. From the extent of trade 
the concentration of capital and heavy bank* 
ing operations in large commercial towns; 
from the supply of the precious metals by im- 
port, and the supplies required for export be- 
ing accumulated and lodged in them ; from the 
suddenness and extent of the effects of every 
augmentation and reduction of the currency 
occasioned by the import and export of metal, 
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and team the powwfhl impulses of interest 
and competition in such towns, it fidbfws not 
only that the first inditations of a redundant 
currency are perceived and the progress of con* 
verting paper into coin is commenced there; 
but on the other hand, the cessation of demand 
for coin is first apparent at the same places, 
and a freid issue of paper resumed, which 
operates as a signal and a hind of autborisa- 
tion to the banks in the interioir to enter upon 
die same career. 

Without going into a full view of the rela- 
tions between city and country batiks, it may 
suffice, to show the evils of the present system 
to the interior, to observe, that whenever diere 
is a drain of specie firom the city banks f<^ ex- 
portation, they are obliged immediately to con- 
tract their issues ; the currency of the cities, 
therefore, becomes more valuable than that of 
the inferior, and the notes of country banks 
are without delay returned to them to be ex- 
changed for gold or silver. A panic is in- 
stantly raised respecting country bank paper ; 
which, if it do not destroy, wiU, in its progress, 
occasion great inconvenience and distMss. It 
is of the essence of a panic under these eir- 



89 

camstances to subvert confidence, and finally to 
cause such a withdrawment of paper from cir- 
culation as to reduce the currency ten or twenty 
times as much as would be necessary wpre there 
such known and adequate grounds of confi- 
dence in the safety of banks, as would be fur- 
nished by a permanent investment of their ca- 
pitals, a limitation of their issues to the amount 
of ci^ital invested, and an administration of 
their afiairs in conformity with the principles of 
currency. 

2. It is an advantage of this system that it 
would be profitable to the stockholders. By 
receiving interest regularly, on the whole 
amount of capital permanently loaned, inde- 
pendently of their transactions, and yet having 
scope for all the business by way of discounts, 
which they could do with safety to themselves 
and the public, were their capitals not perma- 
nently invested, and therefore incurring fewer 
inconveniences, hazards, and losses in propor- 
tion to the amount of discounts and issues, 
banks on this plan could hardly fail to be pro- 
fitable, as well as safe. They migbt be ex- 
pected to realize a steady income, very con- 
siderably greater than is commonly acquired 

8* 
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on the preflent system. This would render 
banking an object of dne attention from men 
of intelligence and character, and raise it to 
the resppctabyitf which ought to attend the 
exercise of one of the highest prerogatives of 
government, that of supj^ying the drculating 
me(fium of the covoktty, upon the state and 
quality of which, the rewards of labour^ the 
success of trade, and the security, tranquility, 
and improvement of society depend. 

It may be asserted as universally true, that 
where banking is unprofitable, compared with 
the rate of interest, or with other modes of em- 
ploying capital, great evils exist in regard to 
the currency ; and that wherever the currency 
is steady and uiuform in its value and in its re- 
lative quantity, banking is profitable, and yields 
to no secular emj^yment in dignity of charac- 
t», and ifi liliKty to the public. 

By being profitable, banks cm this system 
would attract capital from abtoad, smd thereby 
augment the general fund fi>r permanent loans, 
and contribute to sustain the industry, the ccmi- 
merce, tke improvement, and enterprises of 
society. 

Such a state of things would be attdkided by 
innumerable collateral advantages, afiecting die 
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character of society, and the stability of its 
affiiirs, vrhkh it would be out of place to enu- 
Iterate here. But it may be observed that in 
as &tf as a profitaUe banking system would 
tend to throw die business of 8uppl3dng a cir- 
culating medium into the hands exclusively of 
men of character, who, by the possession of 
real capital, would have a great stake in the 
condition of society, in the steadiness of prin- 
ces, and the lucrativeness of all employments, 
such asyi^m would be pre-eminently beneficial 
to the community. 

3. This system is in harmony with, and 
can scarcely be administered so as to violate 
tht laws of currency. It does not connect the 
business of a loan office with that of an office 
of discount. It neither requires nor will per- 
mit redundant issues. It does not infringe the 
general law of supply and demand wttb re£^ 
reiKe to the db^culation ; but by a linutation of 
issues to the amount of capital represented by 
them, manitains the value of the currency, and 
gives it scope to adapt itself in quantity to the 
varying demands of trade. It precludes and 
supersedes' the necefisity of loans of accommo^ 
dation. It preclufkis them^ for they are incom- 
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patible with it; and supersedes the necessity' 
of them so far as they are ever wanted as cBr 
pital to be employed in agriculture, trade, or 
manufactures ; for the entire capital of banks 
is to be permanently loaned for such purposes, 
or if placed in public stocks, will set at liberty 
a like amount of the capitals of individuals to 
be loaned for these objects, for such periods as 
their cobsummation may require. 

4. This system of banking would power- 
fully tend to keep a due proportion of the pre- 
cious metals in the country, by rendering the 
currency uniform in its value and relative quan- 
tity, and precluding the occurrence of redun^ 
dancy, which is invariably the cause of ex- 
cessive drains of specie by exportation. 

5. This system might be expected to har* 
inonize the relations between the currency of 
the cotfkmercial cities and the interior. 

By involving a self-regulating principle, 
analogous to that which obtains whwe the cir- 
culation is wholly metallic ; by rendering the 
same checks equally applicable and operative 
in every place ; by requiring the s^une guaran«- 
tee of capital of every bank, in proportion to 
its authority to issue notes ; by securing the 



9S 

Qmform value of the paper issned ^ by obvia- 
ting the chief temptations to excesB, and pre- 
senting the most powerful motives to integrity 
and prudence ; by making the demands for cir- 
culation the practical limit of issues and con- 
necting with the observance of this rule the 
highest degree of safety^ profit, and reputation $ 
by these qualities the system is adapted to se- 
cttire as much uniformity in the cmrency as 
would be realised were it wholly metallic. 

6. This saltan would powerfully tend to 
cotifine the circulation of banks to their re- 
spective vicinities. 

Under the existing system, from the necessity 
of issiung more, and the motives to issue as 
much as possible more, than their capitals, 
greal efforts are made and great risks incurred, 
espetially by banks situated where the local 
ddmaads are small, and banks whose credit is 
impaired, to force out their paper at a distance 
from borne* This they are enabled to do, in 
consequence of the great fiuctuations of the 
currency, and the circumstances of multitudes 
of people who, for purposes of speculation, or 
by way of remittances for debts and as a means' 
of fulfilling their own e^agements, are willing 
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at a heavy sacrifice, to recave such doubtful 
and depreciated paper ; and in this way excess 
of issues is greatly aggravated, and the value 
of the whole currency reduced. 

But were the securities aud checks of the 
proposed plan, which have been so fiilly de- 
scribed, in active operation, no such forced or 
distant operations could take place ; and banks 
would be apt to be in the hands of men who 
would deem such operations alike incompatible 
with their interests, convenience>,. and credit* 

7. It is an advantage of no small conside- 
ration, that under this system^ there could be 
no possible objection to the establishment of as 
many banks as individuals possessing the re- 
quisite capital might be disposed to establish ; 
nor to their being located wherever such indi- 
viduals should choose to constitute them. 
There could be no more ofc^tion to the 
multiplication of banks, than to a multiplication 
of establishments for any other trade or business 
on solid and adequate capital. On the con- 
trary, every addition to the number of such 
banks, would increase the safety and conve- 
nience of the public : and it is of the highest 
importance that a system should prevail which 
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would not on]y permit, but secure all the ad* 
vantages of a perfectly free competition ; a 
system involving the restraints required by the 
object, and the interests and safety of the 
people, without being itself subjected in any 
degree to the effects of monopoly with respect 
to place, time, number, or extent. 

No material effects would result from a great 
increase of the number of banks, except that 
the circulation of each would be proportionally 
more circumscribed, and by competition the 
rate of discount and of profit would be reduced ; 
until this business managed in the best manner 
would be no more profitable than other busi- 
ness founded on real capital, and equally well 
managed. 

It is not perceived that any practical evil 
would be likely to result diould the amount of 
bank capital, and consequently the authority to 
issue notes, exceed the requisite amount of cur- 
rency; the inherent checks and restraints of 
the system would keep the issues within the de- 
mands for circulation, or cause an excess to 
c(»rect itself without any violent shock or re- 
vulsion. 

The capitals of individuals may without de- 
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tiiment to the public be placed in this form to 
a greater extent than is realty necessary for 
banking purposes. They may be as produc- 
tive in this form as in any other permanent form 
independently (^discounts and issues of paper 
on the credit of them. Their investment in 
this manner wiU supply the demand for perma-? 
nent loans as effectually as if the same sums 
had been retained by the respective stockr 
holders and loaned by them ; and happily wiU 
leave banks nothing to do but to issue the ne- 
cessary circulation and facilitate payments. 

Such general provisions, reqmrements and 
restraints, may therefore be enacted by the kh- 
gislative authorities, as to render it safe to au- 
thorize the establishment of banks on this plan, 
without a special act in every instance or any 
formal interference other than a recognition of 
their existence and an annual reception of the 
proper evidences of their^ conformity to law. 

The system would in this respect be of great 
public advantage, by saving for other uses a 
large amount of revenue now annually con- 
sumed in legislation concerning banks, and per- 
haps preventing moral delinquencies of far 
greater consequence* 



97 

8. This system would secure the public 
ag^nst all danger from banks destitute of ca- 
pital or whose capital is impaired ; proper mea- 
sures being taken to insure a periodical state- 
ment of the amount, description and safety of 
investments and the extent of issues. Banks 
on the plan now pursued, if inqirudently or un- 
fiuthfuUy managed, krae their csqiilals by dis- 
counting paper and making loams which vte 
never rq;>aid ; and yet while retaining sach sha-* 
dows of security they do incredible injury and 
plunge themselves in hopeless (Slfficulty by con- 
tinuing their issues. In proportion as their 
credit declines they discount for more needy 
applicants and make loans on mox£ doubtful 
security, until at last they stop without ability 
to return the capital or deposits or even to re-^ 
deem their notesii^ 

9. Thi$ system is recommended by the faci- 
lity with which it may be adopted by bonks 
which now employ both capital and credit in 
their opemtioDS, by gradually investing tlieir 
ca^tal m pennanent securities. 



CHAPTER V. : 

ON BANK CAPITALS, 

It has been noticed (page 72 note,) that the 
capitals of the earliest, most opulent and most 
enduring banking institutions consisted of pub- 
lic securities ; and that their credit thus firmly 
established, was alone employed in their trans- 
actions. To the list there ^ven might be 
added most of the public banks of circulation 
in Europe. - The private banks of Scotland 
likewise are founded ' substantially on the 
same plan, landed and personal security being 
given by the proprietors to such an extent as 
to justify the highest confidence. In the case 
of the former bank of the United States, three 
fourths of the capital consisted of national 
stocks ; and in that of the present bank, ori- 
^ally one fifth of the capital or seven mil- 
lions was held in the same securities ; which 
sum has since been augmented to about sixteen 
millions. 

The examples thus cited might be supposed 
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sufficient to settle the question, whether tjie 
employment of capital in the operations of 
banking is necessary or useful to their credit 
safety or interests in relation either to the stock- 
holders or to die public. To give full force 
to these examples however, it should be added 
that no bank whose capital was held and se- 
cured in this manner was ever known to fail. 

There is however a prejudice against this 
essential feature of the proposed system which 
requires something to be said in its defence and 
illustration. 

It seems hardly possible that those whose 
opinions and conclusions are in accordance 
with the principles of currency, should have 
any doubt upon the point now in question. 
They at least will admit, that the circulation 
of bank paper does not in any degree depend 
on the mode in which the capital of a bank is 
invested or employed ; but wholly on the con- 
fidence placed in its exchangable value, its 
convertibility into coin, and the demands of 
trade. No one will contend that the capital 
of a bank is more secure, or can inspire great- 
er confidence in its solidity and safety, when 
employed in circulation than when invested, in 
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the manner pcunted out. And aU will agree 
that the profits of a bank commence with the 
employment of itfl| cre^t ; and that its credit, 
when estabHshed may be en^loyed as exten<* 
sively on this system as on the other. 

There saems» then, to be noflung in die na« 
tare of the case, or in the ends to be accom- 
plished, to render it essential or advan« 
tageotts that the ciq[>itals of banks should be 
actively en^loyed in their transactions. If the 
g^ieral principles which have been advanced 
are correct, it may be pronounced impos^ble 
that there should be any necessity or utility, 
public or {private, of the capitals of banks be*> 
ing so employed, and that great detriment 
and haiard should not result from such em- 
ployment of them. 

This prejudice, therefore, must be presumed 
to arise in some instances from erroneous views 
of the whole subject, and in others, where no 
general theory is held, from vague and partial 
notions concerning the nature and operations 
of banks. Some, probably, may suppose that 
banks must actively employ their capitals to 
enable them to meet the ordinary or extraordi- 
nary dBoands for specie ; but how that ciect 
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would be produced) especially if they employed 
their credit at all, it would be very difficult to 
explain. If the principles here advanced be 
true, and the system proposed ^ be sound in 
other respects, the opposite of this supposition 
would inevitably hold. The amount of issues, 
and of course the liability to demands for i^- 
cie on this system, would often ^ be compara- 
tively insignificant, and generally far less than 
on the system now in use. They would also be 
protected by the nature of their loans, by the 
Uniformity of their paper in its quantity rela- 
tively to the demand, and in its value ; and by 
the whole tendency of their operations to prevent 
the necessity of calls for more specie from week 
to week, than they received. In extraordinary 
cases they would have the means in reserve 
wherewith to supply themselves with as much 
coin as could possibly be claimed o( them. : In 
connection with these observations, let it be 
considered that though the employinent of ca- 
pital in circulation. never has had > and. never 
can have the effect to cause a greater quantity 
of specie to be kept in the vaults of banks than 
they would keep were they liable to be. called 
on only fcnr the notes issued on their creiKl; 

9* 
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yet, aft hf^ bfien notieed before, it gives banks 
a ckydBi OB tbeir debtors for specie; and by 
tUs m»w»% when a demand comes, owing to 
an excessive issue of tbeir paper, the burden 
of meeting it falls on the public, and thereby 
greatly c^gjwrates the evils naturally incid^ut 
to such a state of thmgs. 

Under the jNroposed system, banks, by issu- 
iiig no more of thor paper dian the stale of 
trade required, and issuing it only by discount- 
ing notes and bills of short date, would ordi- 
narily have as much to receive as they issued 
daily ; and by keeping their pe^ier aft valuable 
as spe^eie, and never issuing so mush as to de» 
predate the ji»nt currem^, would be in more 
danger of too great a tendency of specie to 
their vaults, thauioC any want of it. 

If, howev^, banhi oin tkm system should 
think it prudcB^to pi^ovide a quantity of the 
pnecious mstal* for their bfltter security^ they 
oi^ht to be pecnkted to have a su|q[)leanental 
eapkal toati tUapuifiose ; upon which, howeveri 
as. it wvidd earn nothings they should make no 
dividends.; and, the limitatiMi of their issues 
ahoittld not be extended on account eif it» for 
that would at once defeat the ot^t, but should 
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be detenaained by the amount of capital in^ 
vested. 

It is esaentnd to the credit of baoks and to 
tiie secttrity of the publie, that they should 
possess solid capital-**that it shoiidd be invested 
in the best possible securities-^-aBd that its 
amount should be declared and known ; but it 
is not necessary to their convenience, security 
or profit, or to the public safety^ diat it should 
be actively employed in their transactions. 

Credit and confidence are the vital princi^ 
pies of banks and banking operations : inteUi- 
geoce, prudence and integrity are the essential 
qualifications of those who condaet them : ca* 
pital is not required for hs £reet nse, but for 
its indirect efiect in establishing responsibifity, 
credit and confidence. 

Bank notes are brought into circulation by 
the discounting of commercial notes and bills. 
They are issued on the confidence reposed in 
the safety of the notes and bills discounted. 
The confidence that such notes and bills will 
be paid at maturity is based on the character 
and property of the drawers and indorsers 
of them, taken in connection with the time they 
have to run, and more or less with the circum- 
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stances in which they originated. But since 
those who issue bank notes are liable to be 
deceived, and may abuse the power in their 
hands, a capital in reserve, invested in the sa- 
fest possible manner, is necessary as a basis of 
public confidence, and a guarantee against the 
consequences of imprudence, unfaithfulness, 
and casualty. 

•The business of banks consists in facilitat- 
ing transfers of property by the cheap and 
convenient means of credit. They issue their 
credit on value pledged to them. Their notes 
are the convenient token or expression of this 
credit. These notes go into circulation and 
facilitate payments, on the faith of their being 
exchangable for commodities or for coin at 
pleasure. 



CHAPTER VI. 



OF LAWS FOR THE REGULATION OF BANKING. 



A paper carrency may be as safe as a cnr- 
rency of gold and silver, provided such regula- 
tions exist and take efiect as to render the pa- 
per uniformly in every respect equivalent to 
those metak. 

This point may be attained by a system of 
banking in perfect conformity with the laws of 
currency ; a system which, in the use of paper, 
shall not render the circulation either more 
abundant or more scarce than it would be did 
the currency consist exclusively of the precious 
metals : and, by which, paper shall be as se- 
cure to those who hold it, and possess at all 
times the same exchangable value, as the le- 
gal coin. 

The object of governmental regulations af- 
fecting the currency should be to secure the 
public against violations of the principles by 
which the circuladng medium is naturally con* 
troled and limited. Such regulations will sub- 
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stantially amount to no more than the preven- 
tion of fraiidSf which is done in relation to 
other subjects ; and the oicertainment of facts 
which the interests of the people require should 
be certified by public authori^. There is 
surely as much propriety in such regulations 
upon this as upon any other subject, and as 
strong a necessity for their adoption. The 
regulations every where established on the 
subject of coinage, by which the facts respect- 
ing the degree of purity and the quantity or 
weight wre certified by the public stamp ; and 
on the other hand the people are protected 
against frauds: and the regulations on the 
subject of weights and measures having the like 
scope and elSfect, involve aU that is requisite in 
the present case. 

The facts to be ascertained are the amount 
of capital possessed by each bank — the nature 
and sufficiency of the securities in which it is 
invested— >its continued and unimpaired exist- 
ence—the limitatioB ofpaper^issues to a quan- 
titjr never exceeding the amount of capital so 
held— 4he invariable convertibility of the pa- 
per issued into the coin for which it is a sub- 
stitute. 
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The frauds to be pYevented are such as 
would be perpetrated by issues of paper on a 
capital inadequately secured — by issues ex- 
ceeding in quanti^ the amount or real value 
of the capital — ^by issues of depreciated paper, 
or paper not promptly convertible, or not con- 
vertible at par — and by all acts and omissions 
causing needless artificial and unnatural varia- 
tions in the quantity and value of the cur. 
rency. 

These facts, and the question whether frauds 
have taken place, may be determined either by 
periodical statements to the legislature authen- 
ticated by the conductors of banks, or by pub- 
lic officers appointed for the purpose. 

It may be supposed that it would be very 
difficult, if not impossible, to secure a due 
observance of the proposed limitation of issues. 
Whether such difficulty would be greater or 
less however, the limit itself, and the certain 
knowledge of its existence and observance, is 
of the highest importance boith to the safety of 
the public and the credit of banks. The mos^ 
perfect guarantee of this limitation would be 
that o{. stamping by public authority the quan- 
tity of notes which each bank wa^^ by its amomnt 
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of capital, entitled ta isgue^ ami prohibiUng the 
circulatiaH of notes not stamped. This plan 
might require ad^tional care respecting the 
value and securi^ of the capital, and some 
special regulations concerning the mode of 
cancelling notes worn and defaced, and the 
delivery of new stamps in place o£ diem, and 
in place of notes destroyed by use or by ca- 
sualties ; but the necessary caudon and trouble 
would be abundantly repaid by the increased 
safety and credit of stamped notes in circulation. 
The effect of such a stamp, cerdfying that tb^ 
notes to which it was applied severally repre- 
sented a corresponding amount of capital in- 
vested in securities prescribed by law, woufii 
be analogous to that of the stamp on the coin ; 
and could not fail to inspire a high degree of 
confidence. It would be desirable that every 
such note should express on the face of it the 
amount of capital possessed by the bamh issuing 
it y and that bank notes of the reactive demh 
minationSf should be umform. 

It would be a great object to the banks aad 
to tte public,, not only to have the notes stamped, 
but to have them all suppUed from the same 
plates^ under the aidhoriiy of Goniemment; 
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convenient blanks being left for the insertion 
of the names, locations and capitals of the 
respective banks, and the signatures of their 
officers. The . advantages to the public of 
such uniformity of notes, are too obvious to 
require any illustration ; to enumerate them 
would be to specify the opposites of all the per- 
plexing and repulsive doubts, hazards, and 
inconveniences which every one daily experien- 
ces from the circulation of an infinite diversity 
of notes, of which few can have any particular 
knowledge. Notes thus uniform would natu- 
rally enjoy the perfect confidence of the public. 
No question could arise respecting their ge- 
nuineness. They would be subject to little, 
perhaps to no danger of being counterfeited, 
owing, partly to their uniformity, and partly 
to the perfection of their material, and of the 
devices and workmanship of the plates, which 
ought by far to excel those commonly employed. 
This method is recommended by its economy 
to the banks. The expense of supplying their 
notes from uniform plates of the most cosdy 
description, would be trifling compared widi 
that to which they are respectively subjected 
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by peocarinig plates, paper, and the f eipuite 
apparatus. The expense to each bank might 
d^nd on. the amount of its capital, or on the 
number of stamped notes which it required. 
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CHAPTER Vn. 

ON THE SYTPPRESSION OF SMAXX lYOTES. 

The policy of prohibiting the issue of notes 
of a less denomination than five or t^i dollars, 
is. so obvious and has been so often reoom- 
mended, as to require no more than a very 
brief consideration. Undoubtedly the import- 
ance of such a regulation is greater in {propor- 
tion as the currency is, from any cause, liable 
to beccwfie redundant and depreciated. Hitherto 
generally, where there has been a free circula- 
tion of paper, and small notes have been per- 
mitted, evils far more than sufficient to counter- 
balance their utility and convenience, have 
been experienced. Thus, in England, no 
complaints of the paper circulation occurred 
till after the emission of small notes was author- 
ized, together with an almost unrestricted issue 
of bank paper. Previously to 1759, the bank 
of England was permitted to issue no notes of 
a less denomination than £20--'^«ay $68-^.'' 
It then commenced the issue of <£10 notes. 





I ■. 




. l«^^ C 






r 






f 




' ''•v f » 






c 





C' 



112 

At the close of the war with this country (1783) 
trade revived, manufactures were extended, 
confidence was universally established, and 
banks were instituted in all the market towns 
and principal idllages of England ; many of 
them on no better footing than has often hap- 
pened in this country, without any solid capital, 
any knowledge of the subject, or any prudence 
or foresight. Owing to the state of trade 
however, their notes of £5 and upwards were 
eagerly and abundantly issued and received* 
The necessary result, a vast redundancy of 
paper, soon followed, and became so great in 
1792 and '93, as to cause a most violent revul- 
sion ; the precious metals having disappeared, 
and prices fallen, and circulation stopped, uni- 
versal distress ensued. Of 350 country banks 
in England and Wales, 100 suspended pay- 
ments ; a majority of which were totally des- 
troyed. Jn 1797 the unrestricted issue of £l 
and £2 notes was allowed : the consequences 
of which were foi* a long time counteracted by 
the suspension of cash payments. At length, 
in 1815 and '16, the excess produced a revul- 
sion which filled the country with bankruptcy 
and distress, and closed the doors of 240 country 
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banks. A similar and equally destructive 
scene occurred in 1824 and '25, when it became 
so evident that die emission of small notes 
greatly contributed to cause an excess of cur- 
rency and a total disappearance of the precious 
metals from circulation, that parliament in 
1826 adopted measures prospectively for the 
suppression of all notes under £5. 

The natural and ordinary effect of the circu- 
lation of small notes, is to cause the specie to 
leaye the channels of circulation and settle in 
sthe vaults of the banks, and for the most part 
in the banks of commercial towns. Conse- 
quently when, from the state of trade and 
currency, it is in demand for exportation, 
being already collected, it is silently and 
suddenly withdrawn ; and before the public at 
large can have any sufficient notice of its beiz^ 
gone, the banks are obliged to stop their issues, 
and the paper previously in circulation is with- 
drawn also, being returned to the banks by 
their debtors. 

It is owing to this effect of the universal issue 
of small notes — ^notes of one, two, three and 
five dollars that the banks in this city are qjr4i- 
narily the depositories of nearly all the specie 

10* 
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upon which depends the credit of the paper 
circulation of the whole state, and of the con* 
tiguous districts of several adjoining states. 
Wl^n therefore there is a demand for specie, 
the banks in the interior depend not upon their 
own vaults, but upon their credtts in the city. 
When there is no such active demand the city 
banks must hold and lose the interest on a 
quantity of specie far exceeding their propor- 
tion of the whole circulation of the state and ' 
adjacent districts, or hazard the occurence of 
a demand beyond their means, and a neces^ty 
of instantly restraining their issues, ruining 
their debtors, and distressing the community. 
Were all notes under five or ten dollars sup- 
pressed, an amount of specie, greater probably 
tjian the average quantity hitherto existing in 
the state, would constantly remain in the 
hands of the people; ia which condition, be- 
sides its effect in prev^iting an excess of cir- 
culation! it would, in the event of a demand 
for export, prevent a sudden and rftinous scar- 
dty. It could not be silently and instantly 
withdrawn. It would be too much in the 
power of the people, and a demand for it 
would immediately enhance ita exchangable 
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value. Tills added to the progressive decHne 
of prices and of confidence, and, in short, all 
the circumstances which characterize such a 
period, the urgent wants of the circulation 
and the disposition to hoard and conceal, 
would r^der the process of collecting and 
sending it out of the country, extremely diffi- 
cult, and to a great extent impracticable. 

It is a sufficient reason for the suppression o[ 
small notes, that they greatly multiply coun- 
terfeits, owing to the facility with which spu- 
rious imitations of them may be passed. Notes 
of ten dollars and upwards are comparatively 
seldom counterfeited. Such notes are gene- 
rally in the hands of persons capable of decid- 
ing on their genuineness. No one receives a 
note of that amount without attentive scrutiny ; 
whereas, the smaller denominations Especially 
tbope under five dollars, being- in universal 
circulation among those who are without in- 
formation or experience, unavoidably pass 
with littk or no examination. The various eidls 
thus occasioned not only to those who receive 
counterfeits, but to the public, evils incident to 
the existence and encouragement of counter- 
fdters, and to their detection, trial and punish- 
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menty ought to be prevented by a restriction 
on the issue of such not«s. Pennsylvania, 
Maryland, Virginia and others of the south- 
em states, have prohibited their circulation. 
Should this state adopt a similar measure, the 
example might be expected to prevail dirough- 
out the country to the incalculable benefit of 
the currency and of all the interests of society^ 
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CHAPTER Vm. 

POPUIi^R ERRORS RESPECTING CUR- 
RENCY AND BANKING. 

i It is avery prevaleiit notion that there is 
'something mysterious and incomprehensible, 

/ in the nature and operations of money, distin- 
guishing it from aU other diings. 

Money is a couunodity, possessing a definite 

\ value, which is denoted by the stamp or im- 
pression which it bears. It is that commodity 
which by common consent is employed to fa- 
cilitate the exchanges and transfers of other 
commodities. The precious metals while un- 
coined, are regarded simply as commodities ; 
but when coined and employed a» money, they 
seem to be thought to change their character. 
This is probably owing, at least in part, to the 
use of the metaphorical phrases — sign of value 
-—measure of value — standard of value — ^me-^ 
dium of exchange, See. &c. These phrases 
seem to be understood to signify characteristics 
induced by the operation of coiping. Nothing 
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however can be more erroneous. To coin 
metak is to set a stamp on certain convenient 
portions of them, indicating under the sanction 
of public authority, the weight and fineness of 
the pieces stamped, so as to supersede the ne- 
cessity of their being weighed and their quality 
ascertained every time they are transferred from 
one person to another. They are still nothing 
more than pieces of metal of certain weigte 
and fineness; and they are as nnieh bought 
and sold at their value, as are Ihe commodities 
in exchange (or which they are pmd away* 
None of the mjrstery which is supposed to at«* 
tend them wh^ denominated and osed as m^- 
ney, woidd be likely to exist were tbey called 
by ike names which designate them in aa ua- 
c<Mned state, and were they divided mto pounds, 
ounces, pemiy-weights^ and grains, and the 
weight alone stamped on them. In that case 
to eiqpress the value of « given quantity of 
raercfaandne or of land, it would be said to be 
wiorth 6o many ounces of gold or »lver; and 
it would be perceived that they were commodi- 
ties, bought and sold for their veiue, like other 
commodities ; and that if debased in quality, 
their power of pmnchasing would be reduced 
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la the same proportion. And it would be fur- 
ther seen, that money becomes plenty and 
scarce, from the same causes as other conuno* 
dities. The only peculiarity attending this 
commodity, money, is that it is universally em- 
ployed in the exchange and transfer of other 
articles, and is therefore universally and con- 
standy in demand. - It is universally wanted, 
because it possesses a known definite value, and 
will at all fiihes, more readily than any thing 
else, exchange at its value, for any and all other 
commodities. Bank notes are simply orders or 
obligations for the payment on demand of a 
certain quantity of coin. 

It is a very common notion, thst the esta- 
blishment of banks, will augment the quantity 
oi money; as if by the combination of the ca- 
pitals of individuals in a joint stock, their ag- 
gregate amount would be increased ; or as if 
tbere were some magic in the accumulation of 
a ^ven amount of money in the stock of a 
bank, to increase its power of accomplishing 
the purposes of money. If this notion be not 
in all instances obviously false, it is because it 
involves the mistake of calling that a bank 
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which is destitute of capital; or of supposing 
that banks can issue and maintain in circulation 
more money than would exist and circulate, 
were there no banks in existence. 

It is an erroneous opinion, extensively en- 
tertained, that measures adopted by banks in 
large commercial towns which render it neces- 
Hury for those in the interior to restrict their 
circulation, are dictated not by necessity, but 
by caprice or ill will. Whoever considers 
the laws of currency in connection with our 
banking system, and with the state of foreign 
exchanges, will be led to wonder that suoh 
measures are not absolutely indispensible, 

much ofiener than they are resorted to; and 
will see abundant reason to conclude that 

nothing but necessiQr can ever be supposed to 

induce them. 

There is a vague notion entertained by ma*'- 
ny, that banking and issuing a paper currency, 
ought^ like business of other kinds, to be left in 
the hands of individuals or companies to regu- 
late itsdfi without governmental restraint or 
control. This notion not only overlooks 



1^1 

the nature and relations of the satyect, and 
those ends of government which respect the 
security of properly, the prevention of fraud, 
and the protection of the uninformed and 
helpless against imposition and knavery; but 
also those high and extraordinary responsi- 
bilities of government which relate to periods 
of national emergency. If, on the occurrence 
of such periods, the currency be unsound, iB 
founded, and beyond the control of. govern- 
ment, the interests of those who possess pro- 
perty will be sacrificed, and universal distress 
occasioned. Whatever calamity or event may 
cause national embarrassment or exigency, its 
evils cannot fail to be greatly aggravated by a 
bad state of the currency ; and during its con- 
tinuance, at least, it will be felt that aU the 
titles and rights of property might, as well as 
the subject of currency, be left to take care of 
themselves. All Mstory is full of illustration 
and evidence to this effect. It may suffice 
to refer to that recent page of our own his- 
tory, which relates the events of 1812 to '15. 
Why does it not as much devolve upon go- 
vernment to regulate the actual curren<^, as 
to determine and regulate the coinage or 
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teg^ cttrtency ? 'Wliy, ntft afi uaidi tb pro- 
vide for die w«lits «ad ^xig^Acies cff the ^ir- 
cdladoiiy the iiiediiiiD ^ paymeifl^ laus td firo* 
vide judges atid prisons ioir the enforcement 
of contracts ? 

. • 

** B* the public require protection againaf the 
inferior money which might be imposed upon 
them by an undue mixture of alloy, and which 
is obtained by means of the government stamp 
whea metallic money is used ; how much more 
necessary is such protection when paper money 
forms the whole, or almost the whole, of the 
circulating medium of the country ? Is it not 
inconsistent, that government should use its 
power to protect the community from the loss 
of one shilling in a guinea, but does not inter- 
fere to protect them from the loss of the whole 
twenty 'diiUings in a one pound note i In the 
case of the bank of England notes, a guaran- 
tee is taken by the government for the notes 
which the bank issues; «nd the whole capital 
of the baid^ mmoontiQg to more than eleven 
millions and a baU^ must be lost before the 
holders of their notes can be 43u&rers from 
any knfNmdeno^ tb^ may <commit« W^y is 
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not the same priacipk fiolkwred witlii rtspect to 
tbe CQ0^ l^aokfi^ f What ol^ectioa ^ejpk these 
he against i^equurkig of tbos^ wha t^ke ufou 
thesiselves the ofice of (bDrnishing the puhUc 
with a circubting mediuih, to deposit with go- 
vernment an adequate security for the due per^ 
formance of their engagements ? In the use 
of money every one is a trader; Aose whose 
habits and pursuits are little suited to explore 
the mechanism of trade, are obliged to make 
use of money, and are no way qualified to as- 
certain the sofidity of the different banks whose 
paper is in circulation ; accordingly, we find 
that men living on limited incomes, women, la^ 
bourers, and mechanics of all descriptions, are 
often severe sufferers by the fkilure of country 
banks, which have lately become frequent be- 
yond all former example^ Though I am by 
no means disposed to judge uncharitably of 
those who have occasioned so much i^MU wi. 
distress to the middle and lower classes of peor 
pie, yet it must be allowed by the most indul- 
gent, that the true business of hanking must he 
very much abused before it can be necessary 
for any bank, possessing the most moderate 
funds, to fail ia their engagements ; and I be^ 
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lieve it will be found in by far the major part 
of these failures, that the parties can be charged 
with offences much more grave than those of 
mere imprudence and want of caution," — ^Rl- 
CARDO. 

No error in regard to money and banking 
is more common or more mischievous than 
that of supposing it to be desirable to a 
community, that the money in circulation 
should be very abundant ; more abundant 
than il would be did it consist wholly of 
the precious metals. This error infects and 
perverts the public mind* It is at the root 
of a large proportion of the applications for 
bank charters ; and constitutes in many cases 
the sole reason for desiring banks* 

It is perfectly certain that were it possible to 
sustain, for a length of time, a greater amount 
of circulation, than would exist in coin were 
there no banks, positive injury would be pro- 
duced in proportion to the excess compared 
with the existing amount of debts and con- 
tracts and of exchangable commodities. For 
its value in comparison with the currency pre- 
viously existing, and with the currency of the 
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commercial world, would be depreciated ; and 
the value of debts and contracts would be di<^ 
minished, and the prices f£ commodities would 
be enhanced in the same proportion. This 
might indeed temporarily subserve the purpo^ 
ses of those who had debts to pay and com*^ 
modities to sell; but It would permanently 
iigure the community* By raising prices it 
might stimulate production and importation, 
but it would check and finally prevent the ex- 
portation of every thing but the precious metals, 
and inevitably bring about revulsion and ruin* 

The history of banks and all experience 
unite in demonstrating, that such an excess of 
currency as b here supposed, is alike incom- 
patible with the pecuniary and moral interests 
of any community having external trade. 

But the laws of currency will not permit 
such an excess for any great length of time ; 
and wherever there is a constant effort to main- 
tain it, as there is here under the present 
banking system, there will be continual fluctu- 
ations of prices, unsteadiness of trade, disap- 
pointments, embarrassments, losses, overreach- 
ing and knavery. 

This error proceeds from a vitiated state of 
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mind ; often probably from a reckless thirst of 
specolationy and often from a sordid grovelling 
selfishness coupled with total ignorance of the 
character and proper office of money. Mo- 
ney, as such, is valuable and desirable only 
because it will readily exchange for other com- 
modities. A certain quantity only of it can 
be employed in' circulation, without depreciat- 
ing its relative value. An addition to diat 
quantity will not increase the value of the 
whole sum, nor cause its purposes to be any 
better fulfilled; but will on the contrary by 
enhancing prices and impairing the value of 
debts, occason injustice to individuals, not 
unlike that which would result from an en- 
largement of the measures of capacity and 
lengdi, without previous notice to the public 
that such a change was to take place, and 
M^iat its efiiects would be. 

This error involves the supposition that the 
acquisition of money is the ultimate object of 
the employments and business of men ; whereas 
tiiat object is other commodities, in die attain- 
ment of which money is a kind of agent, per- 
forming an office somewhat similar to that of 
weights and mearares. The sande result is 
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finally produced as would be if there were no 
money, and other commodities were directly 
exchanged by way of barter. Whoever ac- 
quires money, obtains it by giving some other 
commodity for it ; that is buys it with some- 
thing else of like value. Having obtained it, 
he keeps it as he would any other article, or 
exchanges, that is sells it, for whatever else he 
wants. To part with it for lands, buildings, 
mortgages, commercial notes, merchandize, 
labour, provisions, or any of the necessaries, 
comforts or luxuries of life, is to sell it for 
those things, and to buy them with it : and so 
much money only is desirable to a community 
as will conveniently perform this agency. If 
there be more than such a quantity, the same 
consequence will follow as in the case of an 
over supply of wheat or any other product. 
If there be only such a quantity, he is as rich 
who possesses a given quantity of other things, 
as he who owns sufficient money to buy those 
things ; and can buy as much money, as to 
instrinsic value, and as to the purposes for 
which alone it can be of any use to him, as if 
the quantity of mcmey were doubled. 

It is undoubtedly of vast injury to a coun- 
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try to have its currency relatively redundant, 
as often as that is possible, or to have it conr 
stantly <m the verge of redundancy ; not only 
on account of the fluctuations of pices and 
the various other evils incident to such a state 
of things, which have been repeatedly noticed; 
but on account of the high range of prices 
which will generally prevadl in relation to the 
range of prices in other countries. It is ob« 
vious, that this effect must greatly stimulate 
importation ; and therefore render commerce, 
unprofitable, clog the wheels of trade and 
check the progress of industry and enter* 
prize* How far what is here supposed is 
realized in this country the reader must judge. 
When from an abundant currency the prices 
of all commodities range high local competi- 
tion soon defeats itself, capitals embarked in 
trade are silently impaired and exhausted, 
while importations on foreign account are 
maintained and increased. The profits of 
the foreign trade of a country under such cir« 
cumstances are reaped not by its own citizens, 
but by other nations* 

The public would be greatly benefited 
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by an annual report from the comjptroller, 
treasurer, or other public oficer of the state, 
respecting the currency the preceding year — 
the number of banks, their names, locations, 
and respective capitals: — ^the whole quantity of 
notes issued by them — ^the interruptions and 
delinquencies, if any, in the operations of any 
of them — ^the quantity of specie held by them^ 
on a given day-^an estimate of the whole cir- 
culation — a notice of its steadiness of quantity 
and whether any considerable excess or scarci- 
ty had occurred — a statement of the notes is- 
sued of the two or three lowest denominations, 
and respecting the circulation of bank notes 
from without the state — a monthly statement 
of the rates of exchange between this city and 
London, Paris, and the principal commercial 
cities on this continent — and quarterly prices 
of the staple commodities of this state. 

Reports of this nature, founded on such in- 
formation and evidence as would be easily at- 
tainable, could not fail to be of great value and 
utility. They would tend to promote and 
strengthen universal confidence in the inteHi- 
gence, policy^ business, prosperity and wealth 
of the population, and in the resources suad ere* 
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dtt of the comiDonwealth. They would tam 
the public Hiiiid ta these great kiterests, and 
lead to enligfalened and safe legislatioB* 

A weekly or less fireqaent pablicationt under 
proper authority, of the rate& of foreign and in- 
ternal exchai%e8F*^the prices of public stocks 
of the united states, and of this and other indi- 
vidual state»<^and the prices of wheat and 
other staples of this state, would subsenre the 
same ends. 

Such puMications, though inTolving no di- 
rect responsibility, being intended for the in- 
formajdon of the public, should be made under 
suck circumstances as to justify high c<Mifidence 
in their accural^ and impartiality. 

The sul^t of the currency is of such uni- 
versal concern to all classes of people, as to 
render it desirable that all appropriate means 
should be en^loyed to cause a more general, 
and more perfect knowledge of it. Especially 
is it to be desired that the conductors of the 
daily and periodical press should turn their at- 
trition to a matter of such deep and pervading 
interest, and fpYt it the space in their columns 
and pages to which it is entitled. It is a sub- 
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feet in the application of which to the aiOairs of 
life, every labourer, agriculturist, mechanic, 
and merchant, as well as banker, must be a 
practitioner ; for it has to do directly with the 
value of their earnings and possessions, and 
with their calculations and wants; and in- 
volves the interests, convenience, and property 
of every individual. But there can be no safe 
practice without a correct knowledge of the 
theory and principles of this subject. It is 
therefore to be commended to the considera- 
tion and study of individuals and associations 
engaged in, or preparing for the various em- 
ployments and pursuits of life. It merits also 
more than the sanction and recommendation 
of the heads of colleges and schools as a study 
not to be omitted without discredit. 
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